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GRACE 1985 Annual Report to Shareholders 


Just like the numbers, 
Grace customers count. 


This year, the Annual Report to Sharehold- 
ers reaches beyond the Company’s financial 
statements. A full-color section (the cover 
and pages 4 to 13) explains how our custom- 
ers profit from Grace products and services, 
too. Their stories breathe life into the num- 
bers, relating a $7 billion international busi- 
ness to individual lives. 

Grace’s satisfied customers come from all 
walks of life and all parts of the nation—and 
the world. Binding them together is a diver- 
sity of needs—from chemicals and fertilizer 
to coal, restaurants and books. Grace—the 
company of many products and services, the 
firm of many nations— meets the needs of 
millions around the globe. 

With this pictorial section, Grace salutes 
its loyal customers. 


“Books are even more important 
in a child’s life than in an 


adult’s.” —Marilyn Berg larusso 


Books are rea/ to the very young—“while they 
still believe their teddy bears can come alive,” 

ys Marilyn Berg larusso, assistant coordinator 
of children’s servi The New York Public 
Library. (On the cover, she reads to New York 
City children at the Hans Christian Andersen 
statue in Central Park.) “That’s why they get so 
excited over stories,” she explains. “Selecting 
quality books is especially important because 
children don’t remain children for that long.” 
An adult reading to youngsters can illuminate 
situations, show them how to read with expres- 
sion and start them reading on their own, 
Ms. Jarusso adds. She recalls a passage from a 
book that neatly expresses her feelings. Inita 
child wonders “what families do that don’t 
read together; it must be like not knowing 
each other’s friends 

Grace’s Baker & Taylor, the largest U.S. book 
wholesaler, supplies 
year to school, college and public libraries and 
bookstores in the United States and 66 other 
countries. It also distributes audiocassettes. 
Based in Bridgewater, New Jersey, Baker 
& Taylor operates four regional distribution 
centers. 
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Financial Summary $ Millions (except per share}; 1984 rectassified, and restated for poolings of interests 


Percent 
For the Year 1985 1984 Change 
Sales $5,193.0" $5:059,5" 4s 3% 
Income from Continuing Operations before Taxes 174.6 265.9 - 34 
% Pretax and Pre-interest Income to Sales 6.8% 8.9% — 2.1%pts. 
Income Taxes 46.8" 105.6" — 56 
Effective Tax Rate 26.8% 39.7% ~12.9% pts. 
Income from Continuing Operations 127.8 160.3 Saeel 
Income from Discontinued Retail Operations 19.1 STI - 49 
Net Income 146.9 198.0 = set 
Earnings Per Share from Continuing Operations 2.45 3.09 =e 
Earnings Per Share from Discontinued Retail Operations 337 73 - 49 
Earnings Per Share 2.82 3.82 — Seo 
% Return on Shareholders” Equity 6.6% 9.0% — 2.4% pts. 
Capital Expenditures 348.0" 388.9 Stil 
Research and Development Expenses 92.0 81.0 + 14 
Depreciation, Depletion and Amortization 309.2!" 299.0" + 3 
Working Capital Provided by Total Operations 420.2 $20.5 =e 
Dividends Paid on Common Stock 142.6 135.8 3 
Dividends Per Common Share 2.80 2.80 aaa 
Total Taxes (Income, Payroll, Property, Franchise, License and Other) 304.0 377.5 =, 19 
Total Taxes Per Common Share 5.86 Gok =, 20 
Average Common Shares Outstanding (thousands) 51,908 51,673 — 
At Year-End 
Total Assets $5,420.9" pia — 
Total Liabilities 3,016.4" 3,186.5 5 ie 
Net Properties and Equipment 2,596.0" 2,695.8 - 4 
Working Capital 988.2" 752.2 +. 3t 
Long-Term Debt 1,524.1" 1,541.6 a © 
Shareholders’ Equity (Book Value) —Common Stock 2,394.2 2,201.1 + 9 
Book Value Per Common Share 43.40 42.58 2 
Common Shares Outstanding (thousands) 55,168 51,698 + 7% 


‘+ Amounts reflect designation of retail operations as a discontinued operation. 
> Excludes capital expenditures of $64.8 of the discontinued retail operations. 
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A Message to Shareholders 


The year 1985 was an especially difficult 
one in which to conduct normal business 
activities. Among the problems were the 
strength of the U.S. dollar abroad, the slow 
growth rates of industrialized economies, a 
general decline in commodity prices and 
the deteriorating U.S. trade balance. Since 
198}, each of these has affected W. R. Grace 
& Co. unfavorably, particularly our natural 
resource, fertilizer and foreign chemical 
operations. Nevertheless, the balanced 
structure of the Company continued to 
offer protection and stability to our core 
earnings base. 

During 1985, Grace expanded its spe- 
cialty chemical and restaurant businesses, 
invested in new technologies and decided 
on several key restructuring moves. We 
consider these strategies essential to 
Grace’s long-term viability and prosperity. 

The Company's 1985 results, including 
those of the Retail Group now treated as a 
discontinued operation, were as follows: 
Sales rose from $6.85 billion to $7.26 bil- 
lion, a gain of 6%; net income declined 
from $198.0 million to $146.9 million, a 
reduction of 26%; and earnings per share 
decreased from $3.82 to $2.82, also down 
26%. The 1984 results were restated for 
poolings of interests. 

The lion’s share of the sales increase 
came from our Retail and Restaurant 
Groups, which advanced 15% and 21%, 
respectively. The specialty chemical and 
general business sectors had more moderate 
sales gains, while agricultural chemicals 


and natural resources sales were each lower 


by about 10%. Operating income after taxes 
for restaurants and natural resources was 
ahead of 1984, but the remaining sectors 
underran last year’s results. 

Agricultural chemicals recorded the most 
serious profit downturn and registered the 
only loss among our operating groups. 
Fertilizer prices were generally below 
break-even levels because of the distressed 
domestic agricultural economy and low 
farm income. As our nation has lost market 
share in world grain trade over recent years, 
crop surpluses have mounted, resulting in 
lower prices for corn, wheat, soybeans and 
other farm commodities. 

Although the outlook for American agri- 
culture is still clouded, some optimism 
exists as recent declines in U.S. dollar 
exchange rates have effectively lowered 
export prices for farm products. Further, 
Congressional intent, as reflected in the 
1985 Farm Bill, is to put more money into 
farmers’ hands and encourage agricultural 
trade. A recently expanded export associa- 
tion of phosphate producers, of which 
Grace is a member, expects to strengthen 
U.S. participation in world fertilizer 
markets. 

Both specialty chemicals and retailing 
experienced reduced profits in 1985 versus 
the prior year. Nonoperating circumstances 
such as foreign exchange translation, major 
plant start-up costs and acquisition 
expenses were largely responsible for a 
12% decrease in specialty chemical earn- 
ings. Intense competition in certain home 
center markets and recognition of the 44% 
minortty interest in Herman’s Sporting 
Goods (sold to the public in March 1985) 


resulted in a 34% decline in retail operating 
income after taxes. {f Herman’s had 
remained wholly owned, the decrease 
would have been 15%. 

A 1985 bright spot was the performance 
of the Restaurant Group. While it was a 
year of comparatively slow growth for 
many restaurant Companies, it was a period 
of opportunity for Grace to acquire proper- 
ties below replacement cost. The number of 
Company restaurants increased by 288 to 
845 units, largely as a result of acquisi- 
tions, but also through internal growth. 

Sales and profits were ahead of 1984, 
with higher earnings from the Dinnerhouse 
and Family Restaurant divisions and from 
the Gilbert/ Robinson restaurants. El Torito 
had slightly lower income, while fast food 
operations were marginally unprofitable. El 
Torito expanded from 125 to 190 restaurants 
with the purchases of the Casa Maria and 
Casa Gallardo chains boosting market pres- 
ence. In another development, Grace’s fast 
food subsidiary, Creative Food ’N Fun, was 
merged into Taco Villa, Inc. This “new” 
majority-owned company, with 161 units at 
year-end, now operates the Del Taco Mexi- 
can Cafe and Applebee’s concepts, plus the 
Taco Villa format, and is pursuing a vigor- 
ous franchising program. 

Operating income from natural resources 
was ahead by 7% from gains on the sale of 
oil and gas reserves during the year, which 
were partly offset by a provision for loss on 
the divestment of certain coal properties. 
Despite falling oil and gas prices, Grace’s 
Natural Resources Group was profitable 
and generally ahead of the industry-wide 
results. 


More complete details on the results of 
Grace’s major lines of business may be 


found in Management's Discussion and 
Analysis in the financial section of this 
Annual Report. 

We expect a better year for Grace opera- 
tions in 1986, with improvements occurring 
primarily in the second half. We believe 
that real GNP growth in the United States 
will improve moderately, inflation will 


remain tow and unemployment will decline. 


Under these circumstances, and aided by 
the anticipated absence of the unfavorable 
factors mentioned above, the specialty 
chemical business should have a markedly 
stronger performance. Restaurants, starting 
with a much larger base, should show sub- 
stantial increases in sales and earnings. 
Prospects for improvement in agricultural 
chemicals depend largely on higher selling 


prices. The precipitous decline in oil prices. 


which began in early 1986, and its impact 
on the oil and gas producing and energy 
service industries are a major concern. 
Until prices stabilize, the full effect on 
natural resources profitability will remain 
unclear. 

As you may know, certain recent events 
have enabled Grace management to accel- 
erate strategic plans that will largely deter- 
mine the Company's course in the years to 
come. 

On January 2. 1986, the Company con- 
cluded the purchase of 13.6 million com- 
mon shares and $t.9 million worth of pre- 
ferred shares, for a total price of $598.1 
million. These shares had been previously 
owned by the Flick Group of West Ger- 
many. The purchase price of $43.75 per 


J. Peter Grace, Chairman 
and Chief Executive Officer. 


common share was based on the closing 
price on the New York Stock Exchange on 
December 5, 1985. The availability of this 
block of shares presented a unique opportu- 
nity to buy back 26% of the Company's 
outstanding common stock in one trans- 
action at an attractive price. We belteve this 
will prove to be an excellent investment for 
our shareholders, Financing for this trans- 
action was provided by an equity offering 
of 2.6 million common shares in December 
4985S at $48 per share, and by short-term 
borrowings that were partly refinanced with 
a $250 million convertible debenture issue 
marketed in Europe in February 1986, 

Asa further strategic move and to pro- 
vide additional permanent financing for this 
transaction, management announced in 
December 1985 its decision to sell the 
Retail Group which, therefore, is treated 
as a discontinued operation in this Report. 
Proceeds from this sale are also expected 
to furnish added capital for other corporate 
purposes, including the reduction of 
debt and possibly open-market stock 
repurchases. 

Further, to conserve cash in 1986, 
capital expenditures will be reduced, 
working capital additions limited, overhead 
expenses Cut and surplus assets sold. We 
are also planning to sell a number of poor- 
performing restaurants and are considering 
the sale of several noncore businesses. In 
total. proceeds from asset dispositions, 
principally the Retail Group. are expected 
to amount to at least $1 billion in 1986. This 
program should permit the Company to 
operate comfortably within its cash flow 
and to strengthen its financial structure. 
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Grace will proceed as well to carry out its 
long-term strategy of adding sophisticated 
products to its specialty chemical business. 
New commitments in biotechnology, engi- 
neered materials, health care and medical 
technology, and electronic chemicals— 
dynamic fields with exciting growth pros- 
pects—will be supported by increased 
research and development spending and by 
a program of investments in small venture- 
capital operations with related product 
lines. 

Many of 1985’s developments, including 
the addition of complementary businesses 
to assure the Company’s profitable growth 
into the 1990s, are described on the follow- 
ing pages. These new directions signify 
the dedication of your management to the 
best interests of Grace’s shareholders 
and employees. The American economy 
depends on free enterprise for jobs, stabil- 
ity, creativity, financial support and strength 
in services and manufacturing. Through our 


strategic realignment, we believe Grace will 
become a stronger, more efficient company, 
able to furnish the products and services 
needed to compete successfully today and 
in the future. 


Chairman and 
Chief Executive Officer 


March 7, 1986 


“After a hectic day of volunteer 
work, we like to pick up 
freshly cooked meats at our 
supermarket.” 


—Ellen Wilson 


donates a half day to 
teaching English to Haitian and Cuban 
youngsters in Tampa, Florida. She is 72. 
Her husband, Lee, volunteers as a profes- 
sional clown to help schoolchildren improve 
their reading. He also pinch-hits for regular 
clowns when traveling circuses hit Tampa. 
He is 70. To save time, the Wilsons fre- 
quently buy “really fresh barbecued beef” 
or “excellent sausages” at their local Publix 
supermarket. “Lee and I always order the 
same entrée,” Mrs. Wils niles. “We've 
been married 46 years, we think and eat the 
same.” 

The beef is cooked at the chain’s central 
commissary and packed in disp € plas- 
tic casings made by Cryovac, a Grace spe- 

y chemicals business hen 


Sylvia Meyer, a Publix deli spec 
reheats the barbecued beef in its Cryovac 
wrap, then spoons it into a steel tray on her 
steam table. The sausages also arrive vac- 
uur cked in Cryovac barrier bags. 
“Because customers ate so busy, our take- 
home business has soared in the | 
years,” Mrs. Meyer says. “Cryovac wrap 
keeps our prepared items at peak flavor and 
easy to handle.” She also dishes up meals 
cooked to order, including 500 dinners last 
Thanksgiving; Cryovac wrap encased the 
smoked turkeys and giblet gravy. 

Holidays or regular days, Cryovac pro- 
duces packaging for deli products, such as 
prepared meals, cold cuts and cheeses 
fresh red meat, poultr 
as well as for nonfood items like toys and 
records. Churning it all out around the 
world are 17 Cryovac plants. 
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“LT like Houlihan’s choices. 
Depending on your appetite, 
you can go from steak to 
duck to Mexican dishes to 
just a hamburger.” 


—Marvin Solomon 


Tonight the Giants the Washington 

Redskins in Washington, D.C. But no mat- 

ter. In Secaucus, New Jersey, Marvin Solo- 
s friends— toyal Giar 

fan re warming up for the game at 

Houlihan's Old Place, a Grace restaurant. 


*’shrooms” (crisply fried jumbo mush- 
rooms filled with 

sticks, fresh vegetab 

entrées before viewing the game on Houli- 
han’s large-screen television. 

“Lbring my friends to Houlihan’s a lot.” 
says Mr. Solomon, a local businessman. 
“The ambience i fec some- 
thing on the menu for everyone, and the 
staff makes you feel at home.” Mr. Solo- 
mon likes Houlihan's so much that he and 
his friends also meet there before the game 
on Sundays when the Giants play at the 

/ Meadowlands sports compl and 
recent trip to Phoenix, he faithfully 


paid his respects to—guess where? 
Like all Houlihan’s, the Secaucus res 
rant is an oasis of memorabilia, wood and 


plants and Tiffany je windo' 
1 air of conviviality is due in part to 
ant’s centerpiece, a U-shaped 
Open bar 
The cuisine is classic Ameri but with 
an international touch and a decidedly 
updated twist: “Buffalo chicken wings.” 
zzling fay 
and such a s hamburgers 
chicken and ribs. A new “light 
menu features gourmet low-calorie offer- 


omething on the menu f 
everyon iihan's alw. pres! 
At the end of 1985, Grace’s 845 re 
rants were serving the varied tastes o 
tomers from coast to coast. 


“In 15 years we've spent 
half a million dollars on 
Grace fertilizer.” 


—Arlon Bertelsen 


Every April, Arlon Bertelsen runs his 
planter over 960 rolling acres ilty loam 
on his Underwood, Iowa farm. He is setting 
seed for field corn—to feed 1,100 head of 
ling cattle and 700 feeder pigs—and 
beans, which he sells in town. As he 
plants, he puts yn Grace nitrogen and 


l averaged more than 45 bushels of beans 
an acre. And some of our land produced up 
to 200 bushel 

Grace fertilizer has also worked wonders 
for Bertelsen winter wheat. “Usually you 
hold back on fertilizing wheat,” Mr. Ber- 
telsen explains, ‘or it’]] grow too tall and 
topple over in a high wind. Our new hybrids 
get waist-high, and that’s it.” So instead of 
laying down the usual 30 pounds of nitro- 
gen to produce 40 bushels of wheat an acre, 
Mr. Bertelsen piles on 190 pounds of Grace 
blended fertilizer in the fall and 190 pounds 
of Grace urea in the spring to double his 
harvest. 

‘Loran Boyer, our independent Grace 
distributor, rents us superb equipment, t 
Mr. Bertelsen adds. ‘Every April we run 
his tool-bar applicator [5 hours a day for 
three days to inject our soil with Grace 
nitrogen. In the spring he and his men are 
available 6 a.m. to at least midnight. At 
planting time, farmers don’t shut off for 
dark or weekends.” 

Grace’s Agricultural Chemicals Group 
helps farmers worldwide with its fertilizers 
and Walnut Grove and Farr Better 
cattle feeds. The group operates 45 plants, 
62 retail outlets and 21 sales units. 


“When I'm skating at the rink, 
I feel a ‘force’ out there—a 
special communication between 
the audience and me 


. (8, practices her double a 


flying camels and triple-toe 


n the freshly iced Broadmoor World 
s, Colorado. 


the 1985 U.S. Ladies’ Bronze Medalist and 
inner of d medal in a recent Moscow 
tournament. “S 


a joy to create a beautiful image for pe 
She goes through her pac 

hours daily at this fz 

“ghosts” of Olympic Gold Med 

Fleming and other champions stil] linger. 

Since the Broadmoor World Arena 

changed from a horse show pavilion to an 

“ice pal n 1938, it ha m1 host to 

many sporting events, including six World 

Figure Skating Championshi 

square feet of ice get a layer of 75 gallon 

of hot water 15 times a day, and four power- 

ful generators must work diligently 

night throughout the year to keep the ice at 
cating temperature. 


of Colorado Sprin 
ies. which ha 


M. A. Hanna Company of Cleveland. 
olowyo’s subbituminou 
coal high qual Steven 
H, Christensen, manager of the utility's 
Electric Production Div “It leaves the 
environment clean and it can be conve- 
rently transported, since the mine is only 
350 mil 
natural 
resources operations, is as i 
northwest Colorado that produces more 
n three million tons al ay 
Nearly 95% of production is committed 
under long-term sales contracts. 


“Just tell them what you need 
at Channel, and they Il have it 
in stock,” 


—Terry Conforti 


When Hurricane Gloria cut her devastating 
swath up the mid-Atfantic coastline last 
September 27, she made her stormy pres- 
ence known to milfions—including Peter 
and Marie Conforti of Brentwood (Long 
Island}, New York. As the wind and rain 
howled (“You could actually see the wind, it 
was so scary,” recalls daughter Terry}, the 
Conforti home rattled—and the roof was 
torn to pieces. Terry and her brother, Joey, 
who studies carpentry in high school, 
promptly drove to the Channel do-it-your- 
self home center in nearby Deer Park to 
shop for roofing supplies. They loaded their 
truck with tar paper, nails, a utility knife 
and a book on roof repair—just in case. 

In one week, Terry and Joey removed 
the old tar paper and put on the new, saving 
time and the expense of professionals, who 
were in short supply. “Besides, this way we 
knew it was getting done right,” explains 
Joey. 

Despite the loss of electrical power for 
several days after Gloria. the Deer Park 
Channel store remained open each day 
uni) dark, helping customers buy candles, 
lanterns, propane, batteries and building 
materials. 

“Someone was at the door to escort cus- 
tomers and help them with their pur- 
chases,” says Deer Park manager Herb 
Dolgin, whose store sells some 40,000 
different items. 

Grace is the largest do-it-yourself home 
center operator in the United States with 
319 stores at year-end 1985. Known by the 
names Channel, HQ Home Quarters Ware- 
house, Handy City, Houseworks!, Handy 
Dan, Cashway, Allwoods, Ole’s, Ole’s Plus 
and Orchard Supply Hardware, these home 
centers are stocked to serve customers from 
New England to Florida, and across the 
Sunbelt to California. 
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1985: The Year in Review 


The following are highlights of 1985 

for W. R. Grace & Co. in the areas of 
specialty chemicals, restaurants, general 
business, agricultural chemicals 
natural resources, retailing, new 


investments and corporate activities 


Specialty Chemicals 


.. Grace acquired Chomerics, Inc. for 2.2 


million shares of Grace common stock in 
July 1985. Chomerics is aleading manu- 
facturer of materials and components that 
shield electronic equipment, primarily for 
high-performance military equipment, 
from electromagnetic interference. The 
Massachusetts firm complements Grace's 
business in polymers and electronic mate- 
rials, positioning Grace as a leading sup-~ 
plier of specialty materials for electronic 
applications. 


Engineered foil laminates shield electronic 
devices from electromagnetic interference. 


.. Sales of Construction Products Division's 


(CPD) Monokote fireproofing and Darex 
concrete admixtures were up 13% in 1985 
compared with 1984. The reasons: strong, 
steady housing starts and contract awards 
for office buildings and other nonresidential 
construction, In fact, the 1985 upturn in the 
construction industry proved positive for 
Grace sales to the industry worldwide, 
which were higher than those in 1984. 


..CPD introduced a new concrete super- 


plasticizer, Daracem 100, which lengthens 
the time concrete remains “workable” from 
25 minutes to two and one-half hours. Asa 
result, this superplasticizer may be added at 
aready-mix producer’s plant instead of at 
the job site, and trucks can load and dis- 
charge concrete faster. 


.. Grace acquired a 29% interest in Sierra 


Chemicals Company of Milpitas, Califor- 
nia in May 1985. Sierra, a privately held 
international producer of slow-release 
fertilizers, complements CPD’s leading 
position in the horticultural products busi- 
ness. In addition to a California plant, 
Sierra operates a facility in Heerlen, the 
Netherlands. CPD manufactures Perers 
Professional water-soluble fertilizer for 


commercial growers and home use, and 
Terra-Lite and Peters Professional soil 
mixes and soil conditioners. 


._ Sales volumes of Cryovac film products 
increased by 8%. This reflects growth in 
multi-ply films in the United States and 
Europe and a new stretch/shrink film for 
overwrapping trayed poultry and other 


meat products. The film creates a tight. 


Jeakproof package that improves the appear- 
ance and marketability of fresh and frozen 
poultry. Multi-ply films are also used to 
shrink-wrap dairy products, European-style 
crusty breads and many other foods, Major 
nonfood uses include toys, games and other 
consumer packaged goods, as well as home 
window film to seal out cold air. 


.. Worldwide capital spending for pack- 
aging included major projects to improve 
manufacturing capabilities for multi-ply 
films in both the United States and Europe. 
Barrier bag extrusion operations were also 
expanded in the United States and the Far 
East. At its lowa Park, Texas plant, Cryavac 
installed equipment to produce a Boneguard 
bag, which provides improved puncture- 
resistance for bone-in meat packaging. The 
plant is making the new stretch/shrink plas- 
tic poultry and meat overwrap. Machinery 
to turn out this film was also added to Cry- 
ovac’s Simpsonville, South Carolina facil- 
ity. In addition, to support the many new 
opportunities in Europe, Grace is expanding 
its European Packaging Technical Center in 

taly (near Milan). Production of 


Passirana, 
Cryovac’s improved perforated-plastic films 


for packaging crusty bread and baked goods 
has started at the St. Neots, England plant. 
A European standard for bakery products, 
this perforated film is being exported to the 
United States from the United Kingdom to 
help stores in the development of in-house 
bakeries. 


. One of the recent areas of growth for 


Cryovac has been in the packaging of 
fresh and frozen lamb in New Zealand. 
Traditionally, most New Zealand lamb has 
been exported in frozen, whole-carcass 
form. Since the early 1980s, Grace New 
Zealand has becn pioneering the concept of 
cutting and processing lamb domestically 
and vacuum packaging trozen cuts in bar- 
rier bags using automated packaging sys- 
tems. Grace New Zealand's sales of barrier 
bags for lamb increased substantially 
between 1981 and 1985. 


.. in 1985 Grace introduced a system for 


packaging bulk liquids and semi-liquid 
products, such as ice cream toppings, fruit 
juice concentrates, ketchup and mustard. 
Onpack-232 and Onpack-/005 machines , 
manufactured by a Japanese supplier, are 
used with new Cryovac high-barrier film to 
package foods at high temperatures so they 
have shelf lives of up to one year without 
refrigeration, CN (cook-in) Casings also 
came on-board. Hams, turkey breasts and 
other deli meats are sealed and cooked in 
this plastic material, which serves as the 
consumer package. This process enhances 
taste and helps improve product yields. 


.. European Darex Division expanded its 


application of Cryovac MF (multilayer) 
film to health-care products. The film's 
lexibitity and barrier capability match the 
needs of the ostomy pouch market. Plans 
are also under way to make containers for 
intravenous nutritional solutions and blood 
ouches with MF technology. 


. K-Prime 2000, a liquid chromatography 


system developed by Amicon in 1985, 
ravides the most advanced means of scal- 


ing up laboratory purification of bioengi- 
neered and otber products to match larger 
manufacturing levels. 


Fabrication of holow-fiber membranes for 
Amicon medical and industrial filtration systems. 


..Amicon's worldwide sales for 1985 were 


up 18% over 1984. Boosting that number 
were such products as Ceniricon microcon- 
centrators, used to concentrate DNA and to 
prepare spinal fluid samples for diagnostic 
testing of multiple sclerosis. Viral antigens, 
used in vaccines against rabies and hepati- 
tis, and monoclonal antibodies for cancer 
detection are manufactured with Amicon’s 
Vitafiber hollow-fiber cell culture system. 
The division’s spiral aad hollow-fiber 
micro- and ultrafiltration cartridges sepa- 
rate and purify substances made through 
biotechnology for drug manufacturing. 


. Davison Chemical Division increased 
production of two octane-improving 
catalysts due to increased demand in the 
United States and Europe and is expand- 
ing facilities worldwide to supply new re- 
quirements. The division enlarged its Lake 
Charles, Louisiana plant to manufacture two 
catalysts, Octacat and GXO, which have 
been widely accepted by the petroleum 
industry and are used by refiners to boost 
gasoline octane ratings. Davison has experi- 
enced a surge in demand for these catalysts 
because the U.S. Environmental Protection 
Agency (EPA) in 1985 stepped up its sched- 
ule to reduce gasoline’s lead content. Lead 
is the traditional means of octane enhance- 
ment. The EPA intends that oil refiners rid 
gasoline of all lead by 1988. 


Several newspaper publishers in ftaly use the 
Letterflex System on Cerutti presses. 


..Letterflex, a product of the Polyfibron 
Division, continues to be the leader 
among the newly emerging flexographic 
newspaper printing technologies. Using 
water-based inks, a flexographic system 
provides smudge-resistance, crisp appear- 
ance and full-color capability at lower oper- 
ating costs and without the large investment 
required for offset printing. A joint program 
of Grace’s U.S. and European operations, 
the process is being tested at five news- 
papers in Jtaly, six U.S. daily papers and 
three U.S. newspaper-insert printers. 


.. Dearborn Chemical Division introduced 
two new water treatment technologies in 
1985: BaseLine and PolyElpH. The BaseLine 
water treatment series provides superior 
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control of mineral deposits in industrial 
boilers and Jessens the need for constant 
testing and adjustment of the treatment 
program. Dissolved minerals are removed 
from boiler water without accumulating 
potentially harmful sludge. PolyE|pH cool- 
ing-water treatment stops corrosion without 
using environmentally unacceptable heavy 
metals. In addition, PolyElpH facilitates the 
operation of cooling systems at higher 
recycle rates to conserve valuable water. 


.. Dearborn, headquartered in Lake 


Zurich, Illinois, also began a $3 million 
project to expand its Canadian facilities 
at Mississauga, Ontario. Dearborn’s Cana- 
dian operations manufacture and sell spe- 
cialty chemicals and provide technical 
services for water management. Dearborn 
products prevent corrosion and scale in 
industrial boilers and cooling towers and 
treat industrial wastewater before it is dis- 
charged into the environment. In the United 
States, work began on a 32,000-square-foot 
addition to Dearborn’s Lake Zurich research 
and development facility and the renovation 
of its 20,000-square-foot laboratory; both 
are set for completion in late 1986. Scien- 
tists at the expanded lab will provide further 
research support for Dearborn’s worldwide 
product lines. 


.. In Europe, where water quality differs 


from that of North America, Grace’s 

European Technical Products Division 
introduced two products: On-Line, which 
treats boiler water to ensure against scale 


formation; and Aztec, a cooling-water cor- 
rosion inhibitor. 


.. In 1985 Grace GmbH, a unit of Grace’s 


European Darex Division, and Feld- 
muhle AG, Dusseldorf, formed a joint 
venture: Feldmithle-Grace Noxeram 
GmbH. Together they have licensed tech- 
nology, already used in Japan, to produce 
catalysts that remove nitrogen oxides (NOx) 
trom flue gases emitted from power-plant 
smokestacks. West German law requires 
NOx removal no later than 1988. Three 
Japanese corporations——Sakai Chemical 
Co. Ltd., Mitsubishi Petrochemical Co. Ltd. 
and Mitsubishi Heavy Industries Ltd.—will 
provide the technical know-how for the joint 
venture, which plans to build a catalyst 
manufacturing plant expected on-stream in 
West Germany by 1987. 


..A plant in Worms, West Germany was 


opened by European Darex in 1985 to pro- 
duce a catalyst used in polyethylene manu- 
facturing. 


.. At Productronica, a major electronics 


trade show held in Munich, West 
Germany, Grace displayed its prominent 
position in specialty chemicals for the Euro- 
pean electronics market. Under the banner 
“Grace in Electronics,” European Technica} 
Products exhibited various electronic prod- 
ucts, including Accutrace, an advanced 
printed circuit-beard production process; 
ultraviolet-cured coatings; specialty adhe- 
sives and polymers; and radiation absorption 
materials. 


..A nitroparaffins plant in Deer Park, 
Texas is in the final stage of start-up; it 
began operating intermittently during 1985. 
Commercial] production is expected to get 
under way during the second quarter of 
1986. Nitroparaffins are used as intermedi- 
ates for a broad range of specialty chemicals 
—for example, pesticides, pharmaceuticals, 
flavors and fragrances——and for chemical 
stabilizers, explosives, high-powered fuels 
and solvents. Increasing opportunities in 
nitroparaffin derivatives have Jed Grace to 
become the second company in the world to 
produce this family of specialty chemicals. 


.-European Technical Products Division 
acquired Syncrete S. A. in December 1985. 
Based near Lausanne, Switzerland, Syncrete 
develops, manufactures and sells polymer- 
concrete repair products that provide greater 
strength, improved durability and better 
adhesion to dry or wet surfaces. Potential 
applications range from structural concrete 
repair, a growing European market, to 
nuclear waste encapsulation. In an attempt 
to further improve its position in European 
construction, the division also established a 
concrete admixture unit in Widnes, England 
in 1985. The concrete admixture market in 
the United Kingdom is beginning to develop 
after a change in industry standards that 
permits the use of admixtures in concrete. 
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... Three Japanese-based Grace operations 


merged to form Grace Japan K.K. to 
combine resources and increase sales. The 
consolidation presents a stronger corporate 
image to Japanese customers in terms of 
supply and technical and marketing backup. 


..Grace completed the first structure in an 
$8.5 million, 90,000-square-foot labora- 
tory expansion at its Washington 
Research Center, Columbia, Maryland in 
October 1985. The 20,000-square-foot pilot 
plant building will provide space for devel- 
opment projects coming out of the research 
pipeline. These include high-performance 
ceramic packages for the semiconductor 
industry and a new generation of automobile 


underbody coatings. The entire expansion 
is scheduled for completion in the first half 
of 1986. Grace’s Research Division at the 
Washington Research Center complements 
the applied research of the Company's oper- 


ating divisions and explores new areas of 
growth for Grace, whose research expenses 
for 1985 totaled $92 million, a 14% increase 
over 1984. 


An erasable optical disk reflects the image of a 
scientist pioneering a laser-activated digital 
storage system. 


.. The Research Division signed a 


three-year contract with Johns Hopkins 
University to develop new chemical 
systerns for use in optical storage 

devices. Grace holds an exclusive license 
from the university to market this 
technology. 


.. The Research Division has negotiated 


agreements with Biohybrid Technologies 
Limited Partnership and the University 
of Massachusetts to develop a hybrid artifi- 
cia] pancreas. Amicon’s Scientific Systems 
Division's biocompatible materials know- 
how and membrane technology are contrib- 
uling to Grace’s progress in the development 
of artificial human organs. 


Restaurants 


.. The Grace Restaurant Group marked its 


fifth consecutive year of earnings growth 
in 1985 in spite of generally weaker industry 
sales trends. After two years of rapid 
growth, the national economy slowed in 


1985, and restaurant sales mirrored this 
economic slowdown. 


..Grace added 314 restaurants through 


acquisitions and new construction in an 
effort to improve the mix of restaurants and 
further strengthen positions in key markets. 
Acquisitions included 89 Carrows family 
restaurants; 95 dinnerhouses acquired from 
Marriott Corporation, General Mills and 
Hungry Tiger; and 50 dinnerhouses 
acquired by El Torito Restaurants, inc, from 
Marriott and General Mills. In addition, 
Creative Food’ N Fun Company, Grace’s 
Mexican fast food subsidiary, merged with 
Taco Villa, Ine., giving Grace an 82% inter- 
est in the publicly traded Taco Villa. Finally, 
26 units in weak markets or poor locations 
were sold ar clased, bringing the year-end 
total to 845, up from 557 at year-end 1984. 
Grace’s restaurants are concentrated in six 
segments: Mexican dinnerhouses, family 
restaurants, casual dining, Mexican fast 
food, and steak and seafood dinnerhouses. 
In addition, the Restaurant Group has devel- 
oped a specialty restaurant portfolio that will 
help it remain an industry leader. 


Casa Maria 


. E] Torito Restaurants, [nc., Grace’s 73%- 


owned Mexican dinnerhouse subsidiary, 
achieved record sales in 1985. During the 
year, E\ Torito added 16 new restaurants and 
acquired 49 Casa Maria and Casa Gallardo 
Mexican dinnerhouses. The restaurants are 
located mainly in Northern California, the 
Midwest and along the Atlantic seaboard, 
where El Torito had only a limited presence. 
Three Casa Marias in Northern California 
have been converted to the E] Torito concept 
and are enjoying significant sales improve- 
ments. This program will be continued in 
1986 with six planned conversions. E] Torito 
expects to scale back new openings in 1986 
lo seven to ten restaurants while the Casa 
Gallardos and Casa Marias undergo transi- 
tion to the El Torito system. 
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.. In May, 28 dinnerhouses were acquired 
from Marriott Corporation, mainly 
operating under the Charley Brown's and 
Charley's Place names. And in November 
1985, 40 Hungry Tiger restaurants located in 
Arizona, California and Nevada were added. 
Most of the Hungry Tiger restaurants will be 
converted to the Reuben’s or Charley Brown’s 
concepts. These two acquisitions strengthen 
Grace’s position in the dinnerhouse 
market, especially in California. This 
increased regional penetration has allowed 
Reuben’s to initiate a test of television adver- 
tising—a first for Grace dinnerhouses. 


PRISTIO, 


BAR & GRILL 


Already represented by Bristol Bar & Grill, 
Grace further expanded its involvement 

in the seafood dinnerhouse market in 

1985 with the opening of a Devon Seafood 
Grill in Washington, D.C. and in Addison, 
Texas, as well as the acquisition of Hogates 
in Washington, D.C. and the Breaker’s con- 
cept as part of the Hungry Tiger acquisition. 


The acquisition of 27 Darryl’s restaurants in 
Alabama, Florida, Indiana, Kentucky, North 
Carolina, Tennessce and Virginia allowed 
Grace to develop a significant presence in 
the Southeast. Grace's franchising agree- 
ment with The Riese Organization resulted 
in the opening of four franchised Houlihan’s 
in Manhattan in 1985. 


.. The number of family restaurants was 


raised to 264 by year-end 1985. With the 
acquisition of 89 Carrows restaurants in 
Arizona, California, Nevada, Oregon, Texas 
and Washington, Grace now enjoys a strong 
regional position in the Pacific and South- 
western regions, permitting more effective 
management and more efficient use of tele- 
vision advertising. In addition, 78 Coco’s 
operate in Japan under a licensing 
agreement. 


.. The Restaurant Group continued devel- 


oping and testing retail-oriented bakeries 
in selected family restaurant locations in 
1985. Bakery items incJude a variety of pies, 
muffins, cookies and breakfast rolls designed 
to enhance the dining experience at Coco's 
and Carrows, and also provide these units 
with an opportunity for carry-out sales. 


... With the May 1985 merger of Taco Villa, 


.-Grace’s portfolio of specialty dinner- 
houses also increased. El Torito added two 
units—Remick’s and Players—in Newport 
Beach, California, as well as a Las Brisas 
upscale Mexican restaurant in Boston. As 
part of the Marriott acquisition, Grace’s 
Gilbert/Robinson (G/R} subsidiary opened 
Carnegie’s in Alexandria, Virginia and H./. 
Ribster’s in Annandale, Virginia. G/R added 
a second Fedora Cafe, in Tyson’s Corner, 
Virginia, and a second Fred P. Ott’s, at Bos- 
ton’s Faneuil Hall. The Hungry Tiger acqui- 
sition brought in several specialty properties, 
including the Pavilion Restaurant and Back- 
stage Cafe at the Los Angeles Music Center. 


.. By the end of 1985, Grace operated 
95 casual theme restaurants under the 
Houtihan’s Gid Place, Baxter’s and 
Darryl’s trademarks. Baxter’s are located 
primarily in California, whereas Houlihan's 
are concentrated in the Midwest and East. 
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Inc. and Grace’s Creative Food ’N Fun 
subsidiary (which operates the Del Taco 
Mexican Cafe and Applebee's Neighborhood 
Grill & Bar concepts), the Company ex- 
panded its Mexican fast food business to 152 
Company-owned and 29 franchised units by 
the end of 1985, along with 11 Company- 
owned and 10 franchised Applebee’s. Growth 
through franchising is the prime strategy 

for Taco Villa, which has signed franchise 
agreements projecting the addition of over 
400 units during the next 21 years. 


General Business 


.. Baker & Taylor (B&T), the largest book 


wholesaler in the United States, strength- 
ened its international position in 1985. It 
appointed agents to represent the firm in 

six Southeast Asian nations, the People’s 
Republic of China and Israel. B&T also 


opened its first sales office in Australia, 
signed an agreement with Libros Espanoles, 
S.A., a consortium of Spain’s leading pub- 
lishess, to import Spanish language books 
into the United States, and displayed the 
largest collection of U.S. books ever to 
appear in the Soviet Union at the Moscow 
Book Fair in September. 


..On the home front, B&T expanded its 


product offerings. Audiocassettes were 
introduced by this Grace unit in midyear. 
The 500-plus titles, described in a 40-page 
catalog, range from classic books to busi- 
ness strategy, self-improvement and chil- 
dren’s topics. B&T supplies two primary 
markets: libraries (the larger) and bookstores. 


..Grace purchased a 39% interest in 


SoftKat, Inc., Van Nuys, California, 

the leading national distributor of educa- 
tional software, in August 1985 with an 
option to buy the balance of SoftKat in 
1988, The investment is managed by B&T. 
The programs that SoftKat wholesales range 
from children’s selections—“‘drill-and- 
practice” math sessions, foreign languages 
and spelling —to adult offerings, such as 
computer programming courses and flight 
simulations. 


.. Ambrosia Chocolate Co. introduced 


Regency premium chocolate coatings for 
the confectionery industry. The company 
also increased capacity for the production of 
cookie drops (chocolate chips) at its plants 
in Newark, New Jersey, and in Milwaukee, 
Wisconsin. 


. Bekaert Textiles N.V., Grace’s Belgian 
textile company, completed the installa- 
tion of 240 looms as part of the modern- 
ization of its main plant in Waregem. 
Upgrading is also under way at Bekaert 
(Australia) Pty. Lid. as that arm of the com- 
pany celebrated its 25th anniversary in 1985, 


Bekaert. the world’s largest producer of jac- .. 


quard-woven mattress ticking, is also mak- 
ing its presence known in the United States, 
where sales increased 60% last year. 


... The American Breeders Service (ABS) 


Progeny Test Program graduated the top 
new Holstein bull on each of the past three 
semiannual U. §. Department of Agriculture 


Sire Summaries. These summaries establish 
a basis of comparison among bulls in the 
worldwide cattle breeding industry. In addi- 
tion to the top individual sires, ABS increased 
its leadership position by having the 25th, 
30th and 3ist of the top 100 Holstein sires 

in these semiannual summaries, respectively. 
ABS also had the overall top sire for three 
other breeds: Jersey, Guernsey and Ayrshire. 
The ABS Progeny Test program is the 

most extensive and sophisticated in the world. 


Agricultural Chemicals 


..A ground-breaking ceremony was held in 


January 1986 for Tringen II, a 500,000- 
short-ton-a-year ammonia plant in Point 
Lisas, Trinidad. The project, a joint venture 
between Grace and the Government of Trin- 
idad and Tobago, is being financed by 
outside lenders. It is expected on-stream 

in early 1988. Tringen I] ts being built to 
meet the increasing world demand for 
ammonia, a key ingredient in fertilizer 
production. 


-Grace’s fertilizer and feed businesses 


were adversely affected by the poor U. S. 
farm economy and by global oversupply of 
phosphate fertilizers. The nation’s farm 
economy underwent traumatic adjustments 
in 1985. Reduced export demand for U.S. 
agricultural commodities (due largely to the 
strong U.S. dollar), and a decline in con- 
sumer demand for meat, depressed grain 
and livestock prices and reduced net farm 
income to a level unmatched in real terms 
since the early 1930s. This, in turn, created 
debt repayment problems for farmers, many 
of whom had borrowed heavily to purchase 
land at inflated prices during the late 1970s. 


.. The Chicago-based PhosChem Associa- 


tion, of which Grace is a charter member, 
increased its membership from five to 14 
in August. The companies in the | l-year-old 
association produce more than 90% of the 
nation’s phosphate products for shipment 
abroad; Grace exports 40% of its phos- 
phate, a main fertilizer ingredient. The 
association’s expansion is expected to cre- 
ate a more manageable export market. 


Natural Resources 


..Grace Petroleum Corporation (GPC), a 


Grace subsidiary, sold certain oil and gas 
interests to Exxon Corporation during 
1985’s first and second quarters. Exxon 
purchased eight fields in Alabama, Louisi- 
ana, Oklahoma and Wyoming for $125.6 
million. GPC js involved in oi] and gas ex- 
ploration and production, mainly on-shore 
im the lower 48 states. It had an estimated 
60 million barrels of proved and probable 
oil and gas reserves as of December 31. 


.-GPC and Wolverine Gas and Oil 


Company of Grand Rapids, Michigan 
announced the completion in June 1985 
of their jointly owned discovery well, the 
Jansma 1-29, located near the town of Nor- 
wich in Newaygo County, Michigan. The 
well was brought on-stream and began sell- 
ing gas to Michigan Consolidated Gas Com- 
pany during the 1985 third quarter at a 
current sustained rate of 3,000 MCE per day 
plus 60 barrels of condensate per day. GPC 
and the Grace 1982 Private Drilling Program 
own an 87,5% interest in the Jansma well 
before payout of well costs, and a 75% inter- 
est after payout. 


..A second apparent Wolverine-GPC dis- 


covery in Michigan was made at year-end 
in the East Turtle Lake Prospect in Alpena 
County and is awaiting further evaluation. 
GPC owns 43.75% of the East Turtle Lake 
Prospect well before payout and 36.25% 
after payout. GPC plans an active explora- 
tion and development program in this area 
in 1986. 


.. Process Evaluation and Development 


Corporation (PEADCO), a Grace sub- 
sidiary, agreed to provide the People’s 
Republic of China with engineering ser- 
vices and technical advice to modernize 
the Ganjiang bagasse pulp mill in Ganzhou. 
a town in Jiangxi Province midway between 
Shanghai and Guangzhou (Canton). (Ba- 
gasse is sugarcane fiber after the juice has 
been extracted.) The January 1985 agree- 
ment will result in converting the mill’s 
present batch pulping operations for sugar- 
cane bagasse and bamboo to continuous 
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pulping using the latest PEADCO technol- 
ogy. PEADCO specializes in processes for 
making pulp and paper from bagasse, bam- 
boo and other nonwood plant fibers. 


..Grace divested its interests in two Eastern 


coal operations when the Company and 

M. A. Hanna Company of Cleveland, Ohio 
completed an exchange of interests that 
made Grace the sole owner of Rapoca 
Energy Company, and Hanna the sole owner 
of Terry Eagle Coal Company. Grace sotd 


Rapoca immediately following the exchange. 


(Before the transaction, the Company and 
Hanna had owned Rapoca and Terry Eagle 


through 50/50 joint ventures.) Grace’s only ... 


remaining Eastern coal operation is a 50% 
interest in Paramont Coal Company, Wise, 
Virginia, which is also earmarked for divest- 
ment. Hanna owns the other 50% interest. 


Retailing 


... In December 1985, Grace announced its 


intention to sell the Retail Group as part 
of a corporate restructuring. At year-end, 
the Group consisted of 695 stores in 41 
states and the District of Columbia with 
annual sales of $2.1 billion. 


Home Quarters Warehouse 


. HQ Home Quarters Warehouse became 
Grace’s latest entry in the do-it-yourself 
home improvement industry. Two Vir- 
ginia stores opened in February 1985, anda 
store in South Carolina was launched at 
the end of 1985. Catering to do-it-your- 
selfers and professionals alike, Home 
Quarters carries 25,000 different items of 
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hardware, lumber, lighting fixtures and 
other products for home improvement 
projects. 


. Ji 1985, Grace added 12 home centers 


for a total of 319 units, the nation’s largest 
do-it-yourself home center operation. 


.- Three Ole’s Plus outlets opened in August 


and October 1985. The 60,000- to 70,000- 
square-foot units in Nevada and California 
contain 60% more inventory than Ole’s 
conventional 40,000-square-foot stores and 
emphasize big-ticket merchandise. 


Sheplers, Inc. catalog sales in 1985 account- 


ed for about one-third of the western-wear 
retailer’s sales. Introduced in the early 
1970s, the catalog supplements sales from 
the chain’s eight stores in Colorado, Texas, 
Oklahoma and Kansas. Between catalog 
and store sales, Sheplers earns its “brand” 
as “the largest western store in the world.” 


. Herman’s Sporting Goods, Inc. com- 


pleted its initial public offering on March 
29, 1985. Now a 56%-owned Grace subsidi- 
ary, Herman’s is the market leader in sport- 
ing goods, sports apparel and athletic 


footwear retaiJing. Herman's 131 stores at 
year-end are in the Northeast, Midwest and 
mid-Atlantic regions and in Florida. Seven- 
teen stores opened in 1985 in these regions. 
A Fatal Sports store, the second using Hes- 
man’s off-price concept, opened in southern 
Florida. 


..Bermans The Leather Experts, which 


added fur to its leather-goods fine in 
1984, introduced additional furs and styles 
in 1985; furs accounted for 8.5% of the 
year’s sales. Figuring into this warm wel- 
come were the prices (from $249 for a 
waist-length jacket to $999 for a full-length 
coat) and a special layaway plan (as little as 
$5 holds any fur in July; monthly payments 


are just J0% of the original balance). The 
chain deals primarily in leather products, 
supplying everything from steerhide coats 
to shearling gloves to suede moccasins. 
Berman’s launched 25 stores in 1985 fora 
total of 145, mainly in the north and south 
central states and in the Northeast. 


.. J.B, Robinson Jewelers, Inc. opened 12 


stores in Louisiana, Georgia, Texas, IIli- 
nois and Florida in 1985. Robinson’s stores 
are now located in 13 states: Florida, Geor- 
gia, {llinois, Indiana, Kentucky, Louisiana, 
Maryland, Michigan, Ohio, Pennsylvania, 
Texas, Virginia and Wisconsin. 


...Grace sold one-half of its 50% interest in 


Warehouse Club, Inc. to The Taubman 
Investment Company in August 1985. In 
October, Warehouse Club sold two million 
shares of its stock to the public. Grace now 
owns 19.6% of Warehouse Club’s common 
stock. This wholesale, no-frills, cash-and- 
carry organization is using the proceeds 
from the offering to finance expansion. 


New Investments 


... Always striving to be “one step ahead,” 


Grace invested in five new businesses in 
1985 through its wholly owned subsidiary, 
Grace Ventures Corp, (GVC), These were: 
Access Medical Systems, Inc., a distributor 
of bicenginecring-based diagnostic prod- 
ucts and equipment for the health-care 
field, such as pregnancy-test kits: IXYS 
Corporation, which produces specialty 
“smart power” semiconductors (the circuit 
combines power and logic on a single com- 
puter chip) for low-cost, high-power motor 
controllers used in automobiles, computers, 
factory operations and defense applications: 
OMNI Technology, a company involved 

in high-reliability testing of defense- 
oriented electronic components: Trans- 
Image Corporation, a manufacturer of 
optical character recognition systems for 
use with personal computers and word 
processors; and Zoran Corporation, which 
makes high-performance digital signal 
processing semiconductors. GVC invests in 
companies making the latest advances in 
modern technologies. 


Corporate 


.. The Flick Group of West Germany was 
acquired by Deutsche Bank AG in January 
1986. Flick previously held 26% of Grace’s 
common stock and some of its preferred 
stocks. On lanuary 2, 1986. Grace purchased 
these common and preferred shares for $598 
million. (See “A Message to Shareholders.” 
pages 2-3, for more details.) 


.. The “baby” ad, Grace’s television spot 
on the federal deficit, won five awards, 
including Best Commercial of 1984 from 
Advertising Age. 


.. President Reagan recently announced 
that his Administration has ‘‘agreed to 
implement” over 1,500 of the President’s 
Private Sector Survey’s (PPSS) 2,478 
recommendations, with an estimated three- 
year cost savings exceeding $250 billion. 
PPSS, also known as the Grace Commis- 
sion, was a survey headed by J. Peter Grace 


Prep for Prep, an educational program for minority students, is one of the projects supported by the 


Grace Foundation. 


from 1982 to 1984 to help root out waste and 
inefficiency in the federal government. 
However, more than 70% of these recom- 
mendations require Congressional approval. 
About 40 bills are pending in Congress as 

a result of the PPSS study. In his State of 
the Union address in February 1986, Mr. 
Reagan encouraged the adoption of the 
Grace Commission’s recommendations. 


4, Peter Grace-1945 


.J. Peter Grace celebrated 40 years as 


Grace’s chief executive officer in Septem- 

ber 1985, He is the longest-tenured CEO of 

a major U.S. industrial company today. (See 
interview, pages 23-24.) 


..Grace completed a public offering of 


$100 million of 103/s% notes in June 

1985. Due in 1997, the notes are redeem- 
able, at the Company’s option, at par on or 
after June 1, 1992. In February 1986, Grace 
sold in the Eurodollar market $250 million 
of 7% convertible subordinate debentures 
due in 2001. They are convertible into com- 
mon stock at $63.25 per share. 


. Serving as the heart of Grace’s philan- 


thropic activities, Grace Foundation Inc. 
provided financial assistance to more than 
550 local and national educational, scien- 
tific and cultural groups in 1985. In educa- 
tion, for example, several not-for-profit 
organizations and institutions benefited. 
Among these were Pikeville College and 
Cumberland College. both in Kentucky 

in the heart of Appalachia, one of the coun- 
try’s poorer regions; the National Hispanic 


Scholarship Fund, an organization that for 
more than a decade has made college educa- 
tions possible for outstanding Hispanic- 
Americar students. Prep for Prep, a project 
of Broad Jump, a New York City-based 
program that prepares minority students for 
the city’s best independent college prepara- 
tory schools; and the Bread Loaf School of 
English of Middlebury College, Vermont, 
whose six-week summer writing program is 
offered free to rural secondary school teach- 
ers of English. 
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J. Peter Grace Reflects 


As Peter Grace suggests in his Annual Report 
interview, the most important things in life 
should be God, family and work. At the family 
home in Manhasset, Long Island, he poses with 
Margaret, his wife of 38 years, and their Lab- 
rador retrievers, Blair and Taylor. The Graces 
have nine children and twelve grandchildren. 


On September [3, 1985, J. Peter Grace 
celebrated 40 years at the helm of W. R. 
Grace & Co. In this interview, he talks 
about the past and offers his views on the 
Company and his general philosophy on 
business. 


Remembering back to 1945 when you 
became president of the Company, what 
was it like for you then? 

Very scary. 


How so? 

Because | was only 32 years old and had 

not yet been accepted by the older men who 
were running the Company. At that ime our 
business was in jeopardy—judged by the 
evidence now—because of what was going 
on in Latin America. Governments there, 
by their actions, were telling foreign inves- 
tors to leave—and we were no exception. 


Since you’ve been CEO, what have been 
some of the Company’s important 
achievements? 

I don’t think I’m the one to list the Compa- 
ny'’s achievements. But net net, what was 
there when I toak aver is gone because of 
Latin American political and economic 
developments, and the businesses created 
in the last three decades are all new. 


What did not meet your expectations? 
The petrochemical business was very dis- 
appointing because oi! companies decided 
to utilize their own refinery streams, and 
propylene, ethylene and other petrochemi- 
cals came into the picture in a big way. 
There’s been overcapacity in petcochemi- 
cals for quite a number of years, and we 
had hoped that that was going to be the 
foundation of our chemical business. 


: What important business principles 


have guided you over the years? 

Number one, what you're doing, rather 
than how you do it, is the principal issue. 
No matter how well we ran the Grace Line, 
it never became a money-making business 
because of Latin American government 
competition and the special concessions 
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they gave their own ships. And it was the 
same thing with Panagra |Pan American- 
Grace Airways], the airline business, and 
the bank [Grace National Bank of New 
York | with no branches. [n other words, 
you have to pursue something that, by 
itself, has a future and lends itself to expan- 
sion. None of the businesses that we had at 
the time I started, in 1945, had any solid 
future. The main idea was to position the 
Company in areas where there was a future 
—and specialty chemicals was our answer. 


You were a hockey player at Yale. What 
did you learn from the game that you 
applied to business? 

To play offensively and not defensively, 


Lately, the Company has entered into 
some new, technical businesses to pro- 
vide growth as we move into the 2 {st 
century: separation science, health care, 
biotechnology, electronic chemicals and 
ceramics. What is the strategy behind 
these moves, and what happens next? 
As all businesses eventually become obso- 
lete—daily, monthly, yearly—they get less 
profitable. So a company’s strategy must 
be to look into the future, into new technol- 
ogy, so that the business can be positioned 
in entirely new and proprietary products as 
technology moves forward. We plan to 
keep on doing just that. 


On the consumer side, what are the 
advantages of Grace’s growth in restau- 
rants? 

Well, the advantage is that you don’t have 
any foreign competition. Restaurants are 
not “manufacturing.” They’re a service 
business, and the service economy is now 
about two-thirds of the entire economy, up 
from about 40%. It’s a business that is 
proprietary in nature. In other words, you 
can serve things that other people can’t 
serve, you can provide services—and ser- 
vice—that other people can’t provide; you 
can obtain locations that are unique, It’s a 
business that can be differentiated from 
others, whereas that is less true in many 
manufacturing businesses. 
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Grace has a reputation for recruiting 
and developing performance-oriented 
managers. What qualities do you look 
for in these people? 

Integrity and dedication. 


: This Annual Report has as its theme the © 


consumer as the end-user—the people 
who use Grace’s products. What 
impression would you like them to have 
of the Company? 

That Grace is a leader. And that it is reli- 
able and delivers what it promises 


Of what value do you think corporations 


like Grace are in today’s society? 
Corporations are very important. They 
pravide jobs, stability, inventions and new 
opportunities, new products and new ser- 
vices. If it weren’t for corporations like 
Grace, there would be a greater degree of 


socialism, and the spirit of competition and Q 


free enterprise, which ultimately produces 
better products and services, would die. 
Corporations have social and community 
responsibilities. too. The work of the Grace 
Commission—a survey proposing 2,478 
ways to reduce waste and inefficiency in 
the federal government— was an example 
of this. Not only Grace, but many other 
corporations and organizations—and many 


people—gave their time and resourcesto 


participate in this two-year project. The 
nation already has reaped the benefits of 
this survey—and will continue to do so. 


President Reagan has commented pub- 
licly in three State of the Union mes- 
sages and on other occasions about the 
importance of the Grace Commission. 
Are you satisfied with the results of 


budget-cutting by the government so Q 


far? 


: Not at all. They haven't even scratched the 


surface. Congress is a mechanism to block 
progress in this regard, so we're very dis- 
satisfied. 


What do you think will happen in the 


remaining years of the Reagan Adminis- 
tration to reduce the deficit? 
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{think they {I move forward from taking 
about 10% of what we suggested in the 
Grace Commission survey. up toward 50%. 
We may not get the credit, but that’s what 
they'll be doing. 


Was passage of the Gramm-Rudman- 
Hollings (balanced budget] Bill spurred 
by the Grace Commission findings? 
Most definitely. The survey has helped in 
many other ways. although most of the 
benefits are intangible; theyre hard to 
pinpoint. 


: Shouid Grace shareholders still write to 


their congressional} representatives and 
ask them to support the findings? 


: Yes. We've got to get 50 million people 


writing, and while Grace shareholders total 
only about 60,000, every voice counts. 


In a New York Times interview in 1970, 
you said: “I’m always scared. That’s 
why | try hard.” What made you say 
that then, and do you still feel the same 
way? 

{ said that because overconfidence is the 
worst quality you can have if you want to 
play a winning game. Therefore, running 
scared is the way to play the game. 


And you still feel the same way? 


: Absolutely. The day 1 stop feeling that, FU 


pack it in. 


: If you had one Company goal to accom- 


plish for the future, what would that be? 


: To have about 80% of Grace’s products and 


services be proprietary—which means no 
one else could duplicate them. 


What do you think the world will be like 
in the next 20 to 25 years, and how will 
Grace fit into that picture? 

] think the world will be much more com- 
petitive then because it’s opening up to 
foreign competition, wide open. There will 
be many opportunities. but we'll have to be 
far more excellent in our management 
performance. Also, | see acontinued, 
greater tendency for government to inter- 


fere with business and to create a more 
socialistic economy. We hope that W. R. 
Grace & Co. will be able to fight off these 
enemies and obstacles. as we see them. and 
remain strong—as the Company has for 
the last 132 years. 


There’s a certain trend in American 
values toward patriotism and the home 
and the family. Do you think Grace’s 
products and services will satisfy those 
needs? 

] think so. We're in a position to move in 
any way we see the public moving, in 
terms of satisfying their wants and their 
desires, So | believe Grace, with its widely 
diversified product mix, will be able to do 
exactly that. 


What in life is most important to you? 
The most important things in life, I think, 
should be first God, then family, then 
work. 
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Worldwide Operations 1984 and 1983 restated for poolings of interests 
The following table provides a geographic breakdown of sales and operating income (loss) after 
taxes by Operating Group for continuing operations: 


Operating Income 
Sales (Loss) after Taxes* 
(3 millions) 1985 1984 1983 1985 1984 1983 
U.S./Canada77% United States and Canada 
- Specialty Chemicals ...... $1,435 $1,392 $1,322 $98.6 $117.6 $116.9 
Consumer 
Restaurant ............ 1,026 849 780 17.9 16.4 13.3 
General Business....... 503 515 448 11.7 16.0 14.7 
Commodity 
Agricultural Chemicals . . 544 610 582. (28.5) 11.3 15.8 
Natural Resources ...... 476 531 507 41.3 37.6 16.8 
TOAD ghee gone cones 3,984 3,897 3,639 141.0 198.9 177.5 
Europe 
- Specialty Chemicals ...... 605 610 619 34.1 39:3 34.0 
Consumer 
General Business ....... 245 224 198 10.3 oa 9.0 
Commodity 
Natural Resources ...... 1 1 = a 6 4 
ORAS sms Gece ots 851 835 817 44.9 49.0 43.4 
Other Areas 
Specialty Chemicals ...... 214 214 200 25.6 23.5 25.6 
Us SS 62% — Consumer 
General Business ...... . 39 10 5 G.9) C.5) 6 
Commodity 
Agricultural Chemicals . . 70 68 Ws 12.6 18.1 6.6 
Natural Resources ...... 35 36 44 5.6 6.0 5.5 
i Lave a eee ee 358 328 322 41.9 46.1 38.3 
Total Continuing 
Operations .......... $5,193 $5,060 $4,778 $227.8 $294.0 $259.2 


Grace’s net investment in operations outside of the United States was $569.1 million in 1985, 
$502.7 million in 1984 and $489.0 million in 1983, an increase of $66.4 million or 13.2% in 1985 
versus 1984 and an increase of $13.7 million or 2.8% in 1984 versus 1983. 


* 


Operating income (ioss) after taxes is computed before gains and losses on disposals of businesses, the March 1985 gain on the 
initial public offering of Herman’s Sporting Goods, Inc., the January 1984 gain on the initial public offering of El Torito Restau- 
rants, Inc. and, for all years presented, allocation of corporate research, general corporate overhead, general corporate interest and 
interest on debt of certain domestic subsidiaries. Taxes are computed substantially on a separate return basis for each subsidiary and 
3 = division of Grace and, in the case of each U.S. subsidiary and division, benefits for all investment tax credits and operating losses 
‘Other 18% Europe 20% are recognized currently. 


Five-Year Comparative Quarterly Net Income and Earnings Per Share, 
Including Discontinued Retail Operations 1981-1985 restated for poolings of interests 
Net Income ($ millions) Earnings per Share 
First Second Third Fourth First Second Third Fourth 
Quarter Quarter Quarter Quarter Total Quarter Quarter Quarter Quarter Total 
1981 $ 83.3 $100.6 $98.2 $80.9 $363.0 $1.62 $1.95 $1.90 $1.57 $7.04 


1982. 144.2 774 40.1 $3.7 315.4 279) 1.50 -78 1,03 6.10 
1983 34.1 42.3 208 538.5 164.6 -66 81 .58 112 3217 
1984 47.3 59.3 35.0 56.4 198.0 91 1.15 67 1.09 3.82 
1985 35.1 42.2 24.9 44.7 146.9 67 82 47 86 2.82 
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Key Financial Ratios—Five Years 


Employees 


1985 1984 1983 1982 1981 
Income Statement 
% Pretax and pre-interest income to sales”... . 6.8% 8.9% 7.8% 11.2% 11.6% 
% Income from continuing operations to sales» a0 a2 2.7 5.9 6.3 
% Income taxes to pretax income” .......... 26.8 39.7 38.0 35.0 35-1 
Balance Sheet 
% Long-term debt to total capital ........... 38.5%" 40.8% 38.7% 37.7% 40.1% 
% Total debt to total capital................ 42.7 43.9 41.3 40.7 43.4 
CRMBCRISCANG ects serve Bb Wes 5 aw Oe pet 2.0:1% — 1.6:1 1.6:1 1.7:1 1.6:1 
Profitability 
% Operating income to sales'”.............. 44% 5.8% 5.4% TA% 8.3% 
% Return on total capital..........-...--4, 6.4 8.0 6.9 10.5 14.0 
% Return on shareholders’ equity ........... 6.6 9.0 i 15.2 20.0 
Asset Turnover 
Sales/MVEMOries yo. eet ee Bae 8.8x 9.0x 8.4x 7.9% 8.8x 
Sales/receivables™: oo. een. ee ee ees 78 8.1 TD 7.0 7A 
Cash Flow 
% Cash flow to total debt 20.0%” 29.8% 29.9% 39.3% 39.1% 
% Dividends to cash flow .. . 34.0 26.2 29.6 22.0 18.6 
% Dividends to net income 97.1 68.9 82.7 41.5 SPS) 
Commen Stock 
Average yield.......... 6.6% 6.7% 6.0% 7.0% 5.7% 
Year-end price/earnings. . . od 17.0x 10.4x 14.3x 6.3x 6.5x 
Year-end price/book value. ................ all a) Taal mS) 1.1 


‘11 Based on continuing operations; 1981-1984 have been restated to show retail operations as a discontinued operation. 


©) For 1985, these ratios are based on continuing operations; including the discontinued retail operations, these ratios would be as 
follows: % Long-term debt to total capital 40.0%, % Total debt to total capital—44. 1%; Current ratto—1.6:1; and % Cash flow 
to total debt—21.6%. 


Grace had approximately 116,900 regular employees at year-end 1985, compared with 102,600 at 
the end of 1984 and 95,500 at the end of 1983. There were 94,000 regular full-time employees and 
22,900 regular part-time employees at year-end 1985, compared with 82,800 regular full-time 
employees and 19,800 regular part-time employees at the end of 1984 and 78,100 regular full-time 
employees and 17,400 regular part-time employees at the end of 1983. Regular part-time employees 
are reported only for Grace’s Restaurant and Retailing businesses, where they represent a signifi- 
cant part of the work force. 


(Rounded to nearest hundred) 1985 1984 1983 

United States and Canada Specialty Chemicals.......... 13,600 13,700 13,100 
RROEStAueabt. ol can ie cas 36,500 24,900 24,600 

Restaurant Part-Time ......... 15,500 12,200 11,600 

General Business ..... 2,600 2,600 2,600 
Agricultural........ 3,400 3,500 3,600 

Natural Resources... ... 4,000 4,400 4,600 

Corporate Headquarters . 800 800 800 

Europe Specialty Chemicals .... 7,600 8,000 7,900 
General Business ....... 1,900 2,000 2,000 

Other Areas Specialty Chemicals .. . . 2,400 2,500 2,400 
General Business ... =e 300 300 100 

Agricultural... 0.00. ses ea os 400 500 500 

Total Continuing Operations. . 89,000 75,400 73,800 

RETAIN es nds cums divas: per 20,500 19,600 15,900 

Retailing Part-Time........... 7,400 7,600 5,800 

TE sass acrkis nig eka anes 6 116,900 102,600 95,500 


Total employment costs from continuing operations paid by Grace for both full-time and part-time 
employees, including salaries, wages, benefits and social security taxes, were $1.5 billion in 1985 
compared with $1.4 billion in 1984 and $1.3 billion in 1983. 
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Capital Expenditures, Net Fixed Assets, and Depreciation, 
Depletion and Lease Amortization, Continuing Operations 
1984 and 1983 reclassified. and restated for poolings of interests 
Depreciation, 


Capital Net Depletion and 
Expenditures Fixed Assets Lease Amortization 
(3 millions) 1985 1984 1983 1985 1984 1983 1985 1984 1983 
Operating Group 
Specialty Chemicals... $163 $133 $121 $ 738 $ 631 $ 596 $81 $69 § 64 
Consumer 
Restaurant ........ 76 75 58 611 4tl 397 57 44 41 
General Business . . . 23 24 24 119 102 82 14 13 12 
Commodity 
Agricultural 
Chemicals....... 28 38 8 236 233 223 24 28 28 
Natural Resources .. 39 66 86 795 901 1,029 84 100 95 
Gta ee Metab ea 329 336 297 2,499 2,278 2,327 260 254 240 
General Corporate .... 19 16 19 97 OS 98 il {1 10 
Total Continuing 
Operations ...... $348 $352 $316 $2,596 $2,373 $2,425 $271 $265 $250 
Geographic Location 
United States : 
andCanada........ $268 $272 $256 $2,185 $2.029 $2,097 $229 $226 $210 
FUG PR eget ra css 48 §2 29 247 183 182 24 22 23 
Other Areas ......... 13 12 12 67 66 48 7 6 7 
27 eat eee 329 336 297 2,499 2,278 2,327 260 254 240 
General Corporate .... 19 16 19 o7 1) 98 1h 11 10 
Total Continuing 
Capital Expenditures Operations ...... $348 $352 $316 $2,596 $2,373 $2,425 $271 $265 $250 
For Continuing Operations 
($ millions) 


Major capital projects for which expenditures were made in 1985 included: expansion of cracking 
$352.5 $348.0 catalyst facilities in Lake Charles, Louisiana, Curtis Bay, Maryland and Valleyfield, Canada; 
expansion of polyolefin film manufacturing facilities in Simpsonville, South Carolina and Iowa 
Park, Texas; expansion of flexible packaging extrusion facilities at lowa Park, Texas; construction 
of silica gel manufacturing facilities at Curtis Bay, Maryland; installation of management informa- 
tion systems facilities in Duncan, South Carolina; and restaurant openings. 

Major capital projects for which expenditures were made in 1984 included: construction of a 
nitroparaffins manufacturing plant in Deer Park, Texas; completion of a bituthene manufacturing 
plant in Singapore; construction of a coextrusion development line at the European Packaging 
Technology Center in Passirana, Italy; expansion of polyolefin film manufacturing facilities in 
Simpsonville, South Carolina and Iowa Park, Texas; purchase of phosphate rock reserves in central 
Florida; and restaurant openings. 

Major capital projects for which expenditures were made in 1983 included: construction of a 
nitroparaffins manufacturing plant in Deer Park, Texas; completion of a syloid manufacturing 
plant in Sao Paulo, Brazil; construction of a bituthene manufacturing plant in Singapore; construc- 


$316.5 


1983 1984 1985 tion of a hydroprocessing catalyst manufacturing plant in Curtis Bay, Maryland; construction of a 
& Specialty Chemicals coextrusion development line at the European Packaging Technology Center in Passirana, Italy; 
w@ Consumer and restaurant openings. 
& Commodities/Other Capital expenditures for continuing operations in 1986 are expected to approximate $300 million. 
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Research and Research and Development /984—/98/ restated for poolings of interests 
Development Expenses Grace’s research and development activities are directed toward improving and expanding existing 
{$ millions) 


businesses and developing new business and investment opportunities. The distribution of 
research and development expenses among major objectives is shown in the following table: 


New Products 
Existing & Processes New Business Basic Research/ 


Products & for Existing & Investment Technical Divested 
($ millions) _ Processes Businesses Opportunities information Businesses _ Total 
1981 ..... $26.9 $18.2 $7.3 $1.9 $2.6 $56.9 
1982 ..... 29.1 722 14.0 2.8 4 63.5 
1983 ..... 34.4 20.1 14.5 3.8 _ 72.8 
1984 ...... 34.5 24.9 16.7 4.9 _ 81.0 
1985 ..... 38.3 28.0 20.7 5.0 — 92.0 


Average Annual Growth Rate 
1981-1985 9.2% 11.4% 29.8% 27.4% _ 12.8% 


The Company’s Research Division and research facilities associated with the Company's oper- 
ating groups are responsible for generating the technologies and products needed to expand exist- 
ing businesses and to enter new business areas. Current examples of these activities include 
petroleum processing and emission control catalysts, corrosion control coatings for automobiles 
and specialty chemicals for water treatment. 


Existing Products 42% New Investments 23% 


The Research Division is the center of the Company’s biotechnological efforts, which include 
major developmental programs in amino acid derivatives and artificial organs and a variety of 
programs conducted internally and at leading universities and other research organizations. The 
latter include cell culture studies at the Massachusetts Institute of Technology and bovine genetics 

Research and at the University of Wisconsin. Genetic engineering research for agricultural applications is car- 
eon ney ee Renes ried out in the laboratories of Agracetus, a partnership between Grace and Cetus Corporation. 


During 1985, the Company formed a joint venture with Feldmiihle AG to manufacture and 
market catalysts to remove nitrogen oxide emissions from power plants. Research and develop- 
ment for this venture will be carried out at the Company’s Washington Research Center. In 1985, the 
Research Division also entered into an agreement with the Applied Physics Laboratory of Johns 
Hopkins University to develop erasable optical storage media. 


2 > In 1986, the Company plans to increase research spending by approximately 7% to $98 million, 
Basic Research 5% New Products 30% with continuing emphasis on programs in biotechnology, catalysis and engineering research. 


Environmental Protection 

In constructing and operating its plants, mines and other facilities, Grace had environment-related 
capital expenditures of approximately $12 million, $8 million and $13 million during 1985, 1984 
and 1983, respectively. Such expenditures are expected to be approximately $13 million and $16 
million in 1986 and 1987, respectively, and to average approximately $9 million per year in 1988 
through 1990. 


Safety Programs 

The health and safety of Grace employees and the communities in which Grace facilities operate 
are matters of the highest concern. Thorough reviews of plant processes and workplaces are con- 
ducted on ategular, periodic basis to assure the continued safe operation of all facilities. 


Grace conducts safety programs with respect to its operations, including those in which hazard- 
ous materials are used. These programs include safety training, emergency procedures, regular 
surveillance by employees and mechanical detection equipment and periodic inspections by 
employees and outside consultants. The estimated annual cost of these programs is $10 million. 
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Specialty Chemicals 


a a A RES SESS 


30 


Division Headquarters 


Sales by End Market PercentChange —_ Percent of Total 
(3 millions) 1985 1984 1983 85/84 84/83 1985 1984 1983 
Packaging ...... $ 835 $ 816 $ 770 2.3% 60% 37.1% 36.8% 35.9% 
Energy and 

Automotive... 402 393 421 Bea (6.7) 17.8 17.7 19.7 
Construction... . 340 333 324 2.1 2.8 13.1 15.0 15.1 
General Industry . 266 277 297 (4.0) (6.7) 11.8 12:5 13.9 
New 

Technologies. . 147 139 103 5.8 35.0 6.5 6.3 4.8 
Graphic Arts... . 139 130 113 6.9 15.0 6.2 5.9 363 
Chemical 

Intermediates . 125 128 113 (2.3) 13.3 5.5 5.8 ao 

i tes Sen $2,254 $2,216 $2,141 1.7% 3.5% 100.0% 100.0% 100.0% 


Analysis of Sales Variances 1985 Versus 1984 1984 Versus 1983 

($ millions) Amount Percent Amount Percent 

PTLOC EN Ee Wass x tater pee Mayet ar a te TTS $ 66 3.0% $ 54 2.5% 

ROUTE. alls prog tenis Suen ee eae eRe 27 ¥2 Mil 5.2 

Foreign Currency Translation ............... (55) (2.5) (90) (4.2) 
AE Bae Soe etn Gil ey eA $ 38 1.7% $ 75 3.5% 


Sales by Geographic Region 1985 at 1984 1984 at 1983 


($ millions) Exchange Rates 1984 Exchange Rates 1983 
WS sandal. cece ase : $1,439 $1,392 $1,396 $1,322 
Burope. .. s+ ; ay 631 610 685 619 
Other Areas. . 239 214 225 200 

MOCAM Gar, og, g4 gst ga® phioy $2,309 $2,216 $2,306 $2,141 


Specialty chemical {985 sales increased {.7% over 1984 sales. In both years, the strong U.S. 
dollar caused an unfavorable currency translation variance compared to the prior year. At 1984 
exchange rates, 1985 sales would have been 4.2%, or $93 million, ahead of 1984, with 1.2% pts. 
of the increase coming from volume and 3.0% pts. from price/mix. 

For 1985, packaging sales increased by 2.3% (5.8% at 1984 exchange rates) over 1984, with 
advances in all geographic areas. A 2.3% increase (3.8% at 1984 rates) in energy and automotive 
sales compares to a 6.7% decline experienced in 1984 versus 1983, primarily reflecting growth in 
Europe. Strong U.S. construction sales were partially offset by lower Middle East construction 
sales, resulting in a 2.1% netincrease. The 4.0% decline in general industry sales was due primar- 
ily to the 1985 divestment of an Italian tape business. New technologies sales in 1985 increased by 
5.8%, with Amicon recording strong sales growth, but the downturn in the electronic chemicals 
market partially offset this gain. Graphic arts sales continued strong, especially in Europe and the 
Far East, as sales increased by 6.9% (8.5% at 1984 rates). The 2.3% decline in chemical interme- 
diates sales in 1985 reflects the general low level of market activity in these product lines. 

In 1984, sales were 3.5% higher than in 1983. The strong U.S. dollar caused an unfavorable 
sales variance due to currency translation of 4.2% or $90 million. Excluding this factor, 1984 
sales would have been 7.7% ahead of 1983. Volume increased by 5.2%, reflecting strong perform- 
ances by domestic graphic arts, packaging and construction product lines and European opera- 
tions. Increased sales volume was partially offset by lower sales in the energy and automotive 
product line, as Davison Chemical Division contended with industry overcapacity causing weak 
pricing in the domestic market for fluid cracking catalysts. 


Amicon Dearborn Chemical 
Danvers, Massachusetts Lake Zurich, [Illinois 


Organic Chemicals 
Lexington, Massachusetts 


Construction Products Dewey and Almy Chemical Pacific-Interamerican 
Cambridge, Massachusetts Lexington, Massachusetts New York, New York 
Cryovac European Darex Polyfibron 
Duncan, South Carolina Lausanne, Switzerland Lexington, Massachusetts 
Davison Chemical European Technical Products 


Baltimore, Maryland Suresnes, France 
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U.S. Plant Operating Rates— % 
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Fertilizer Export Volumes 
(Index 1981 = 100) 
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U.S. Realized Net Farm Income 
(Index 1981 = 100) 
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Agricultural Chemicals 


Sales by End Market 
($ millions) PercentChange _ Percent of Total 
1985 1984 1983 85/84 84/83 1985 1984 1983 
CUPID iz Sina dhe a ate oc $502 $547 $516 (8.2)% 6.0% 81.8% 80.7% 78.8% 
Feed & Feed Supplements 112 13} 139 = (14.5) (5.8) _ 18.2 19.3 21.2 
REGIE Sa vinceemewme cen $614 $678 $655 (9.49% 3.5% 100.0% 100.0% 100.0% 


Analysis of Sales Variances 1985 Versus 1984 1984 Versus 1983 


($ millions) Amount Percent Amount Percent 

RC CAV ere Pe iey a yipie acwsmere sels $ (56) (8.2)% $49 7.5% 

DMs ans neg oop wena an vas < (8) (1.2) (26) (4.0) 
LOAD sep vive gs Serva kas eer $ (64) (9.4)% $ 23 3.5% 


Fertilizer prices declined in 1985 as a result of continuing deterioration in the U.S. agricultural 
economy primarily due to the combination of low farm income, rising debt and falling farm asset 
values. Further, the strong U.S. dollar continued to make U.S.-produced agricultural products and 
fertilizer less competitive in world markets. 

Volume losses in 1985 mainly reflect lower swine feed tonnage due to an emphasis on more 
concentrated feed products. In addition, livestock producers reduced purchases of feed products 
due to cash flow and credit problems. 

Major price improvements occurred in 1984 in ammonia and other nitrogen products as a result 
of an improved world economy and increased domestic demand. However, despite record interna- 
tional demand for U.S. converted phosphates, phosphates remained in oversupply, which limited 
price increases. 

Volume losses in the fourth quarter of 1984 resulted in an overall decrease versus 1983. The poor 
fourth quarter volume was attributable to unusually wet weather in the Midwest and to general 
farmer pessimism. Grace animal feed sales volume was lower in 1984 than 1983 due to a decline in 
sow farrowings and a drop in cattle on feed in the Midwest. 


1985 Rated Annual Capacities 


(Product tons) Phosphate Products 
Phosphate rock ...........5....- 5,750,000 
Nitrogen Products Phosphoric acid (100% P,O,) ..... 752,000 


AUWHOMIE . 4c ceaw sexe ees 1,284,000 Converted phosphates........... 1,900,000 


WOR tc xaccas 400,000 
Nitrogen solutions . ee 330,000 Mixed/Blended/Fluid Fertilizers 1,465,000 
Ammoniumnitrate ......... 120,000 

Phosphate Rock Production 

1985 production ............... 4,200,000 
Phosphate Rock Reserves Years of production 
Technologically minable..... 455,000,000 at current annual rate.......... 100+ 


Grace’s plant operating rates in 1985 and 1984 for key product lines were: ammonia, 84% vs. 95%; 
phosphoric acid, 74% vs. 83%; and phosphate rock, 72% vs. 88%. Total fertilizer volume 
decreased to 4.2 million tons in 1985 from 4.5 million tons in 1984. 


Key Industry Data— United States* 
Demand 1985 1984 1983 1982 1981 


Ammonia (000 STN) 12,859 13,243 12,212 13,034 14,786 
Wet-process phosphoric acid (000 ST. 9,953 10,486 9,146 7,719 9,218 
Phosphate rock (000 ST) 52,213 57,099 51,103 42,709 52,595 
Prices 


Ammonia, domestic, FOB U.S. Gulf ($/s7) $136 $165 $136 $129 $162 


DAP, export, FOB Tampa ($/MT)........ 169 190 181 181 193 
DAP, domestic, FOB Central Fla. (3/ST)...... 147 167 161 160 171 
Phosphate rock, export, FOB U.S. Gulf ($/M7) 31 3t 30 34 40 
Pretax Profits—U.S. fertilizer industry ($ millions) (37) 477 15 (83) 823 


*Sources: Demand—U.S. Depts. of Commerce and Interior/W.R. Grace & Co.; Prices—- Green Markets, 
Pretax Profits—The Fertilizer Institute 
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Natural Resources 


U.S. Drilling Statistics 
(index 1981 = 100) 
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“seer Drilling Expenditures 
eres Number of Wells Drilled 
~~reer Total Footage Drilled 
Sources: Joint Association Survey/ 
W.R. Grace & Co. 


Number of U.S. Rigs Active 
Number of U.S. Rigs Available 
Average U.S. Rig Utilization— % 
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Grace Drilling Company 
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Analysis of Sales 
Variances 1985 versus 1984 1984 versus 1983 
NRG 
(Excluding Oil & 
Total NRG Gas Production) Total NRG 
($ millions) Amount Percent Amount Percent Amount Percent 
Price/Mix ........ $(10) (1.8)% $(2) (.5)% $4 8% 
VOINIIES ce en ewes (46) (8.1) 7 1.8 13 2.3 
MOTE = a viatisaiece es $(56) (9.9)% $5 1.3% $17 3.1% 


In 1985, sales of the Natural Resources Group (“NRG”) were $56 million below those in 1984. The 
decline was due to reductions in oil and gas production, primarily reflecting the loss of sales from 
production of properties sold in the fourth quarter of 1984 and during 1985. 

Sales in 1985 of NRG’s energy service businesses increased by 1.3% over the prior year, primar- 
ily due to sales of Grace Equipment Co. , which rose by $12.5 million or 21.8%. The estimated 
volume increase was 1.8% for the services portion of NRG’s business. Due to the decline in indus- 
try activity in 1985, prices fell below prior-year levels, as competitors aggressively bid for avail- 
able jobs. 


Energy Services” 


Grace Drilling Company—Contract drilling; 124 onshore rigs to provide drilling services for oil 
and natural gas production. 


Booker Drilling Company, Inc.— Well completion and workover; 25 rigs to serve oi] companies 
operating in the Gulf of Mexico. 


Homco International, Inc.—Fishing and cutting, freepoint and back-off, tool rental, gas mea- 
surement services, rig lighting systems and drill collar manufacturing; 40 U.S. locations; 9 loca- 
tions in Canada; 5 foreign locations. 


Hughes Drilling Fluids—aA partnership owned 50% by Grace and 50% by Hughes Tool Company 
that provides drilling mud products and services used in drilling for oil and gas; 58 service centers 
in 15 states. 


Grace Equipment Co.—Rental and sale of construction equipment; 45 sales/service locations in 
6 states. 


ST Services—Owns and operates bulk liquid storage facilities; 5.7 million barrel capacity; 
24 terminal locations in 17 states. 


1985 1984 1983 1982 1981 
Grace Drilling 
Average number of onshore rigs........ 120 110 112 111 95 
Year-end number of onshore rigs... .... 124 115 110 113 106 
Average % rig utilization 
Riggt Qlarter s.r sins ose 5 aes 52.2% 51.5% 30.0% 90.1% 98.6% 
Second Quarter: .. 0c neee cas 46.3 53:2 30.9 58.1 99.1 
MUM artes a a sone in 2 50.5 53.4 38.6 44.9 98.4 
Fourth Quarter wa | CEG, 58.6 59.5 34.9 97.7 
Full Year. 2.325545 .. 4921 54.2 39.7 56.4 98.4 
Number of wells drilled 646 614 444 479 641 
Booker Drilling—Number of rigs....... 25 25 25 2a neo 
Homco—Service locations...........-.- 54 54 51 51 45 
Hughes Drilling Fluids— Number of 
service centers at year-end” .......... 58 67 93 112 97 
Grace Equipment Co.—Number of 
sales/service locations at year-end ..... 45 43 40 37 32 
ST Services—Commercial storage 
capacity (millions of Bbls.) ©... 0.004605 aH 5.6 5.6 5.6 4.9 
Number of terminal locations ......... 24 24 24 24 as 


©) All data are shown on a pooled basis except Homce service locations. 


% 100% partnership basis. 
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Natural Resources 


Capitalized Costs Relating to Oil and Gas Producing Activities 


($ millions) 


Unproved oil and gas properties 
Proved oil and gas properties 


Accumulated depreciation, depletion, amortization 


and valuation allowance 
Net capitalized costs 


December 31, 


1985 1984 

ae $ 14.7 $ 23.8 
ihn 787.4 916.0 
802.1 939.8 

Alab. (363.4) (360.3) 
aaee $438.7 $579.0 


Costs Incurred in Oil and Gas Property Acquisition, Exploration and Development Activities 


Property 
Acquisition Costs Exploration Development 
($ millions) Proved Unproved Costs Costs 
United States 
BRN tel Se Tensastes a SIE, Aisi NWA eat tl $1.9 $3.5 $11.8 $63.4 
RI a 0s 13 ovo ee eaves ad BAS av 2.4 23 50.3 
(LD eee eae Me cape to misrsere eo = 1.6 8.9 16.8 
Canada 
1983 — _ _— oh 
1984 . I 
1985 1 
Libya 
[LS eee (of Pes, COURS eo Team: Se —~ — 2 — 
11 CE SR eae eo ere aE PPE Serene ee _— _ 4 —_— 
PES hee sleet, S beysH a Miecksatnd t a — a 25 a 
Total 
1983 $1.9 $3.5 $12.7 $63.5 
1984... ae 2.4 4.2 50.4 
1985 aS 1.6 11.4 16.9 
Results of Operations of Oil and Gas Producing Activities 
United States Canada Libya Total 
(S millions) 1985 1984 1983 1985 1984 1983 1985 1984 1983 1985 1984 1983 
Mos crx Peay V/s octet eee $128.7 $186.7 $194.4 $2.0 $2.7 $2.3 $33.1 $35.0 $42.0 $163.8 $224.4 $238.7 
Expenses'” 
Production costs. ............-2.55 334-562. 263.5 2 8 ei) 2.6 Due 25 41.2 62.2 66.7 
Exploration expenses.............- 2.6 yee 7.6 —_— _— ~ 2.5 A 9 5.1 2.6 8.5 
Depreciation, depletion, amortization 
and valuation provisions .. 57.7 74.0 68.5 fo 6 6 Pp ri ae 58.4 74.7 69.2 
{ncome'tax.experise”) oe TRF 2248 23.9 6 ne 20.2 28:7 38.) ‘A0IS' $3.5 62.5 
111.4 1565 163.5 13 2.1 18 32.5 344 41.6 145.2 193.0 206.9 
Results of operations from producing 
SUMING sivas item nae Ma's ddlS = ois $17.3 $30.2 $309 $.7 $6 $5 $ 6 $ 6 $ 4 $ 18.6 $ 31.4 $ 31.8 


() These amounts do not include revenues or expenses associated with marketing operations, gas gathering operations, general corporate and administrative activities, interest or sales of 


producing properties. 


Income tax expense is computed using the statutory tax rate applied to the net pretax amounts, taking into effect permanent differences. tax credits and allowances relating to oil and gas 


producing activities. 
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Natural Resources 


Standardized Measure of Discounted Future Net Cash Flows and Changes Therein Relating to Proved Oil and Gas Reserves 


(3 millions} December 31, 


Future cash inflows...............2.-. 
Future production and development costs . 
Future income tax expense..........-.. 
Future net cash flows ................. 
10% annual discount for estimated 

timing of future net cash flows........ 


Standardized measure of discounted 
future net cash flows. ...........20-- 
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United States Canada Libya Total 
1985 1984 1985 1984 1985 1984 1985 1984 
$1,036.4 $1,423.6 $ 27.0 $ 27.3 $ 503.1 $559.1 $1,566.5 $2,010.0 
(339.9) (465.6) (5.2) (7.8) (161.8) (230.1) (506.9) (703.5) 
(224.8) (315.3) (9.4) (10.2) (334.0) (321.7) (568.2) (647,2) 
4N\7 642.7 12.4 9.3 tS AS) 491.4 659.3 
(162.5) (217.4) (6.1) (3.9) (4.0) (3.4) (172.6) (224.7) 
$ 309.2 $ 425.3 $ 63 $ 5.4 $. 93:3 $ 3.9 § 318:8 $434.6 


Pursuant to the provisions of Financial Accounting Standard (“FAS”) No. 69, “Disclosures about 
Oil and Gas Producing Activities,” future cash inflows have been computed by applying year-end 
prices to estimated future production from estimated year-end reserves of oil, gas, natural gas 
liquids and sulfur. Future production and development costs consist of estimated expenditures to 
be incurred in developing and producing the year-end reserves, based on year-end costs. Future 
income tax expense has been computed by applying the year-end statutory tax rates to future pre- 
tax net cash flows, reduced by the tax basis of the properties involved. Use of a 10% discount rate 
is required by FAS No. 69. 

Grace believes that the following factors should be taken into account in reviewing the above 
information: (1) future costs and selling prices will probably differ from those required to be used 
in these calculations; (2) due to future market conditions and governmental regulation, actual rates 
of production achieved in future years may vary significantly from the rate of production assumed 
in the calculations; (3) selection of a 10% discount rate is arbitrary and may not be reasonable as a 
measure of the relative risk inherent in realizing future net oil and gas revenues; and (4) future net 
revenues from domestic and foreign reserves may be subject to different rates of income taxation. 

Grace’s Libyan oil interest is subject to certain regulatory sanctions as a result of President 
Reagan’s Executive Orders dated January 7 and 8, 1986. Among other things, Grace has been 
directed to attempt to terminate its Libyan interest as soon as practicable. Grace’s Libyan reserves 
are carried on Grace’s books at a value significantly less than would apply with respect to equiva- 
lent domestic reserves. In addition, as a result of taxes imposed by the Libyan government on oil 
produced there, Grace's Libyan interest generates substantially less operating income after taxes 
than would result from equivalent domestic production. Consequently, such termination will not 
have a material effect on Grace’s consolidated financial position or results of operations. 

In January and February 1986, the market price of crude oil declined from the effective prices 
used in calculating the above standardized measure of discounted cash flows. The United States 
standardized measure of discounted future net cash flows, which accounts for 97% of the total, is 
primarily comprised of cash flows from gas production, which is sold largely under long-term 
contracts. Accordingly, a decline in oil prices does not necessarily have a significant effect on the 
December 31, 1985 United States standardized measure of discounted future net cash flows (e.g., a 
one dollar decline in oil prices reduces that measure by less than one percent). 

The following are the principal sources of change in the standardized measure of discounted 
future net cash flows during 1985, 1984 and 1983: 


1985 1984 1983 
Sales of oil and gas produced, net of production costs. . . $122.6)  $(163.1) $(171.9) 
Net changes in prices and productioncosts ........... (14.2) (37.5) (7.0) 
Revisions of previous reserve estimates .............. 8.2 (14.7) (35.1) 
Extensions, discoveries and improved recovery, 
OSSHe ILC deOStSiacxx.5 5a waa See tae re ete Oe 232 30.0 18.2 
Development costs incurred during period ........... 11.4 13.8 2: 
Net change due to purchases and sales of reserves 
INUMdeer so ator pose ota nt.5 pcr oneasaenam ape (84.7) (17.1) (3.4) 
Acerotion ot discouat:,, ee esioe es a copes ee 43.4 48.0 53,2 
Net change in income taxes 66.9 48.2 85.5 
Other (47.4) 47.0 (19.9) 
Total change $115.8) $ (45.4) $ (1.8) 


Natural Resources 
———— 


Financial and Statistical Review 


Extractive Operations 

Grace Petroleum Corporation (“GPC”), a wholly owned subsidiary of the Company, had total proved reserves of 54 million barrels of oil and oil 
equivalents at year-end 1985. This level of reserves ranks GPC among the nation’s major independent producers of oil and natural gas. Among 
the areas in which GPC concentrates its exploration activities are the Anadarko Basin in Oklahoma, Williston Basin in North Dakota and Mon- 
tana and the Western Overthrust Belt. 


Oil and Gas 

The 1985, 1984 and 1983 estimated proved oil (including condensate, gas liquids and sulfur) and gas reserves are shown below. Sales of minerals 
in place consist of 7.5 million barrels of oil reserves and 18.8 BCF of gas reserves in 1985 and 13.5 million barrels of heavy oil reserves in 1984. 
All other changes in reserves during the years described below were in the ordinary course of business and were not otherwise significant. Oil 
and gas reserves cannot be measured exactly; accordingly, the following estimates are subject to future revision. 


United States Canada Libya 
1985 1984 1983 1985 1984 1983 1985 1984 1983 

Oil (000 Bois.) 
Proved developed and 

undeveloped reserves: 
AAV: Cel Debetee chRRg ot ORE ORE NY Fac MDD 21,932 39,144 48,756 97 117 66 20,641 21,866 23,167 
Revisions of previous estimates ..... (491) (1,321) (6,177) (13) (4) 67 — — —_ 
Purchases of minerals in place. ..... 94 32 69 
Extensions, discoveries,etc........ $7) 788 448 60 
Production (1,845) (3,114) (3,633) (15) (16) (16) (1,089) (1,225) (1,301) 
Sales of minerals in place.......... (7,501) (13,597) (319) — 
DeceiberS ls naw ces odes se vane ee 12,760 _ 21,932 39,144 129 97 117 19,552 20,641 21,866 
Proved developed reserves: 
NanWARV Feetme re abe scr. ob Bee oe 19,925 30,601 36,862 97 117 66 20,641 21,866 23,167 
Recemibe at ce epee sara erick 11,110 195925 30,601 129 97 117 19,552 20,641 21,866 
Gas (MMCF) 
Proved developed and 

undeveloped reserves: 
faritany lca rcemor sea nd ie sore 246,922 281,361 314,042 11,323 9,960 11,373 — — —_— 
Revisions of previous estimates ..... 7,935 (10,037) (10,180) 781 2,399 (595) — — — 
Purchases of minerals in place ...... 326 499 1,007 
Extensions, discoveries, etc........ 14,042 7,247 7,213 
PraghegOne ss as ols ecine sve (24,580) (30,757) (29,403) (829) (4,036) (818) _— — — 
Sales of minerals in place . (18,847) (1,391) (1,318) = 
Dstenser Fl). ea Gea oe em eee 225,798 246,922 281,361 11,275 11,323 _ 9,960 — aaa — 
Proved developed reserves: 
Banaey Wy ..cadla neha epee aed orile 216,435 259,592 283,706 b13323 9,960 11,373 = — — 
PGC erpb eR S455 Sadie Sule aes amare 196,329 216,435 259,592 11,275 11,323 9,960 —_ _ = 
Total Oil and Gas (000 Bbis.) 
Estimated reserve position—proved 

and probable oil and oil 

equivalent barrels at December 31 

(5.8 MCF gas=/ Bbl. ofoil).......-.. 57,580 72,189 103,425 2,073 2,049 1,834 19,552 20,641 21,866 
Average daily production of oil and 

oil equivalent barrels ........... 16.7 23.1 23.8 4 a A 3.0 a4 3.6 
Supplemental GPC Data—United States and Canada 1985 1984 1983 1982 1981 
INGIa ber OPHCEPIOGUGM IG AMEND. Sra tyascinva's «a, ob fe sheet tkee Bea eae Beal Alem <a ear ore 841 1,152 1,280 1,458 1,470 
Nettndéveloped acredpe O00 Acne). . cio 45 oda ts pauls fund vai we eye too KE ewes 335 406 584 742 962 
Average price per oil equivalent barrel, net of windfall profits tax ($/Bbl.) .............-- $20.40 $21.78 $21.76 $21.83 $20.38 
Cash flow per oil equivalent barrel of production ($/Bbl.).. 0.0.00. 2c eee ec eee $13.18 $12.51 $11.88 $11.92 $12.56 
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Restaurants and Retailing—A Five-Year Summary 


Restaurants—Employee Data Restaurants* 
Sales Numb Dinner- Family Fast 
. houses Restaurants El Torito Food Total 
$25 55 ri 
+= r Sales ($ millions) 
a ~ = Wey SINS heii pe Vela elon e = Pree $366 $212 $192 $70 $ 840 
ot "| 50 ,  a08 219 232 n 915 
ae 487 201 288 71 1,053 
a pe De 508 218 347 84 1,157 
‘ 495 257 366 86 1,204 
es 7 4s Average Annual Growth Rate 7.8% 4.9% 17.5% 5.3% 9.4% 
Number of Units— Year-End 
5 35 229 283 118 180 810 
1981 1982 1983 1984 1985 233 sl el es ae 
243 259 154 167 823 
~-we Sales per Employee ($000) 230 269 is 160 834 
~er= Number of Employees (000) 228 264 190 163 845 
Average Annual Growth Rate (.1)% (1.7)% 12.6% (2.4)% 1.1% 


*Data are shown as if acquired businesses were owned for the entire five-year period. Actual 
acquisition dates for units acquired after January 1, 1981 were: Mor Food’ n Fun—May 1983 
(Dinnerhouses), 7. J. Applebee’s—April 1983 (Fast Food), Carrows—January 1985 (Family 
Restaurants), Casa Maria—April 1985 (El Torito), Host Dinnerhouses—May 1985 (Dinner- 
houses), Taco Villa—May 1985 (Fast Food), Casa Gallardo—November 1985 (El Torito), 
Darryl's—November 1985 (Dinnerhouses) and Hungry Tiger—November 1985 (Dinnerhouses). 
Franchised units are not included. 


Retailing Retailing* 
Sales Selling Space Home Specialty 
Centers Stores Herman’s Total 
$2100 13 es 
—- ent. Sales ($ millions) 
og ie wt Beis sakes aiaee anaes 5 Oks een Ret $ 922 $170 $244 $1,336 
18004 ate 1 1,016 Les. 275 1,466 
Aan 1,201 205 317 1,723 
a 1,309 242 368 1,919 
P| Lae YY : 1,394 253 420 2,067 
L- 
1200 7 Average Annual Growth Rate 10.9% 10.5% 14.5% 11.5% 
Number of Units— Year-End 
: 296 148 92 536 
1981 1982 1983 1984 1985 306 162 95 563 
Sales ($ millions) 321 180 102 603 
leet ales: miliions. 
Troe Selling Space (millions of sq. ft eae anapet pases atuaics oeemeane tances 325 213 115 653 
WR 2 cechuegne Ghee sae ee erent ation aa eats 319 245 131 695 
Average Annual Growth Rate 1.9% 13.4% 9.2% 6.7% 


*Data are shown as if acquired businesses were owned for the entire five-year period. The sole 
acquisition subsequent to January 1, 1981 was Ole's (Home Centers), which was completed in 
July 1984. Home Centers sales exclude immaterial 1981-1983 sales of the Western Region Con- 
tractor operation, which was discontinued at the end of 1983. 
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Financial and Statistical Review 


Restaurants and Retailing 


> rt 


Restaurants Retailing 

Grace Restaurants and Dinner- Family Fast Home Specialty 
Retailing Locations by State houses Restaurants El Torito Food Total Centers Stores Herman’s ‘Total 
Alabama 3 — —_ 4 7 6 _ _ 6 
Arizona ll 25 3 ~~ 39 12 _ = 12 
Arkansas _ 1 = = 1 3 _ _- 3 
California il4 135 7 _ 320 68 — _- 68 
Colorado 1 10 2 —_ 13 10 8 — 18 
Connecticut ! _ 4 _ 5 8 2 6 16 
Delaware — — — — = = es 4 
District of Columbia 3 = ae 6 = SS S34 2 
Florida 6 2 18 3 29 9 8 2 19 
Georgia 3 = 3 60 66 8 3 = i 
IHinois 7 = in = 18 = 37 15 52 
Indiana 2 4 4 — 10 — 14 _ 14 
Iowa — — 1 — 1 — 4 — 4 
Kansas — 1 i —_— 2 — 4 — 4 
Kentucky 2 _ 2 _ 4 _— 7 — 7 
Louisiana 2 2 1 _ S 7 4 — li 
Maryland 3 _ Z _ 5 -: 5 6 20 
Massachusetts 2 _ 7 _ ) 6 = 6 12 
Michigan 2 2 1 = 5 = 14 10 24 
Minnesota il — 2 _ a - a a. 24 
Missouri 9 6 a. = a au 7 
Montana _ — J — 1 
Nebraska - a — — 3 — 3 _ 3 
Nevada 1 8 — _ 9 é _ _ 3 
~ New Hampshire — = — = = 1 = I 2 
New Jersey 3 — 5) — 8 41 — 14 55 
New Mexico _ 4 — 5 9 * — — 7 
New York 1 _ 6 _ 7 12 11 25 48 
North Carolina 12 — 4 1 7 5 — — 5 
North Dakota _ — 4 _ 4 
Ohio 4 — 3 — 7 — 43 8 51 
Oklahoma _- a 3 _ 6 
Oregon 1 Lt Ke = 15 —_ = _ _ 
Pennsylvania Il — 2 — 13 21 2 12 35 
Rhode Island —_ _— 1 —_ 1 _ _— 1 1 
South Caroiina 2 2 4 =- — 4 
South Dakota _— _— il me 1 
Tennessee = I 1 6 4 4 = 8g 
Texas 6 34 10 87 137 65 19 — 84 
Utah = 1 _ — 1 
Virginia il _ 3 _— 14 4 7 8 19 
Washington I 8 3 _ 14 — = — _- 
Wisconsin 1 8 1 — 10 - 14 4 18 
Wyoming _— = 1 == 1 
Total 228 264 190 163 845 319 245 131 695 
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Financial Data by Operating Group 
($ millions) 1984-1981 restated for poolings of interests 


Total Discontinued/ 
Specialty Continuing Divested Total 
Chemicals Consumer Commodity Operations Operations" Operations 
General Agricultural Natura! 
Restaurant Business Chemicals Resources 

Sales 
1981 $2,029 $ 650 $ 640 $ 684 $ 989 $4,992 $1,631 $6,623 
1982 2,057 692 637 597 796 4,779 1,437 6,216 
1983 2,141 780 651 655 551 4,778 1,547 6,325 
1984 2,216 849 749 678 568 5,060 1,792 6,852 
1985 2,254 1,026 787 614 512 5,193 2,067 7,260 
Average Annual Growth Rate 
1981-1985 2.7% 12.1% 5.3% (2.1)% (15.2)% 1.0% 6.1% 2.3% 
Operating Income (Loss) after Taxes” 
1981 $159.2 $ 4.0 $22.6 $ 57.4 $182.0 $425.2 $ 47.5 $472.7 
1982 162.0 10.6 28.1 32.5 110.8 344.0 25.8 369.8 
1983 176.5 13.3 24.3 22.4 22.7 259.2 30.8" 290.0 
1984 180.4 16.4 23.6 29.4 44.2 294.0 320% 326.9 
1985 158.3 17.9 20.1 (15.9) 47.4 227.8 21.8" 249.6 
Average Annual Growth Rate 
1981-1985 (.1)% 45.4% (2.9)% _ (28.6)% (14.4)% (17.7)% (14.8)% 
Sales 
Percent of Total Continuing Operations 
1981 40% 13% 13% 14% 20% 100% 
1982 43 14 13 13 17 100 
1983 45 16 14 i4 1i 100 
1984 44 17 iS 13 Bt 100 
1985 43 20 15 ap) 10 100 
Operating Income (Loss) after Taxes 
Percent of Total Continuing Operations 
1981 37% 1% 5% 14% 43% 100% 
1982 47 3 8 10 32 100 
1983 68 5 9 9 9 100 
1984 61 6 8 10 15 100 
1985 69 8 9 (7) 2” 100 


0 Includes sales and operating income after taxes of the discontinued retail operations and, in 1981 and 1982, divested businesses and Chemed Corporation (excluding the Dearborn Group). 


(2) Operating income (loss) after taxes is computed before gains and losses on disposals of businesses. the March 1985 gain on the initial public offering of Herman's Sporting Goods, Inc. the 
January 1984 gain on the initial public offering of El Torito Restaurants, Inc., the 1982 gain on the restructuring of Chemed Corporation, foreign currency effects related to Financial Accounting 
Standard No. 8 in 1981 and, for all years presented, allocation of corporate research, general corporate overhead, general corporate interest and interest on debt of certain domestic subsidiaries. 
Taxes are computed substantially on a separate return basis for each subsidiary and division of Grace and, in the case of each U.S. subsidiary and division. benefits forall investment tax credits 
and operating losses are recognized currently. 


3) Excludes net corporate expenses of $2.7 in 1985 and net corporate income of $4.8 and $4.6 in 1984 and 1983, respectively, applicable to discontinued retail operations. 
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Management's Discussion and Analysis of Results of Operations and Financial Condition 


Financial Review 

The Company has decided to sell its retail operations; therefore, these 
operations have been presented on a discontinued basis. See Notes | and 
14 to the Consolidated Financial Statements. 


Sales and Operating Income after Taxes 

By Operating Group 

Sales from continuing operations increased by 3% over 1984, reflecting 
higher sales by Grace’s restaurant, general business and specialty chemi- 
cal operations, partially offset by lower natural resource and agricultural 
chemical sales. 


Operating income after taxes from continuing operations decreased by 
23% versus 1984, with declines in the agricultural chemical, general 
business and specialty chemical operations, partially offset by increases 
in restaurant and natural resource operations. These results were affected 
by a number of nonrecurring items, as follows: after-tax expenses of $3.2 
million relating to the acquisition of Chomerics, Inc. adversely affected 
specialty chemical earnings in 1985; agricultural chemical results for 
1985 included an exchange gain of approximately $4.0 million on the 
December devaluation of the Trinidad and Tobago dollar; natural 
resources benefited from a $41.8 million after-tax gain (excluding a $1.6 
million write-off of related capitalized interest included in general corpo- 
rate) in 1985 on the sale of certain oil and gas interests to Exxon, which 
was partially offset by the establishment of a $30.0 million after-tax 
provision for the divestment of eastern coal properties; and in 1984, 
agricultural chemical operations reported a $3.0 million after-tax gain on 
the contribution of property to the Four Corners phosphate rock mining 
partnership, and natural resources had a $2.1 million after-tax gain result- 
ing from the settlement of litigation. Excluding these nonrecurring items 
from both years, operating income after taxes from continuing operations 
for 1985 would have been $215.2 million versus $288.9 million in 1984, 
a decrease of $73.7 million or 26%. 


Specialty chemical sales increased by 2% in 1985 over 1984, despite an 
unfavorable translation effect of approximately 2% resulting from the 
strength of the U.S. dollar in the first three quarters of 1985. This effect 
was offset by price/mix increases of approximately 3% and volume 
increases of approximately 1%. Operating income after taxes in 1985 
decreased by 12% compared to 1984, reflecting costs associated with the 
start-up of a nitroparaffins plant, a slump in the commercial electronics 
market, the adverse translation effect of the strong U.S. dollar on foreign 
operations, lower general industry product line earnings and the 
Chomerics acquisition expenses, partially offset by higher earnings in 
the packaging and construction products lines. In 1984, sales and operat- 
ing income rose by 4% and 2%, respectively, over 1983, as higher earn- 
ings were reported in the domestic graphic arts, packaging, water 
treatment, construction and container sealant product lines, partially 
offset by the effect of severe price competition in domestic fluid cracking 
catalysts due to overcapacity and by the adverse translation effect on 
foreign operations of the strong U.S. dollar. 


1985 restaurant sales advanced 21% over 1984, as all operations posted 
significant increases, mainly reflecting the results of restaurants acquired 
in transactions accounted for as purchases in 1985, including 105 din- 
nerhouses purchased from subsidiaries of Marriott Corporation and 
General Mills, Inc. and 42 Taco Villa fast food restaurants. Operating 
income after taxes increased by 9% over 1984, reflecting higher sales and 
a gain on the Taco Villa merger, partially offset by higher restaurant 
opening expenses, executive stock incentive arrangements at Taco Villa 
and an unfavorable prior period tax adjustment. In 1984, restaurant sales 
and operating income increased by 9% and 23%, respectively, over 1983, 
reflecting comparable restaurant sales growth, selected menu price 
increases and tighter controls over inventories and product usage. 


Sales of Grace’s general business group were ahead by 5% in 1985, 
bolstered by higher foreign cocoa products sales and higher sales from 
book distribution and specialty textile operations, partially offset by 
lower sales in the domestic cocoa products and breeding service busi- 
nesses. Compared to 1984, 1985 operating income declined by 15%, 
primarily as a result of unfavorable operating results in breeding ser- 
vices, reflecting the depressed U.S. agricultural economy, and in domes- 
tic cocoa products, mainly due to a downturn in demand for cookie 
drops. Additionally, higher losses were incurred at the Singapore cocoa 
bean processing operation acquired in June 1984. In 1984, sales 
increased 15% over 1983 due mostly to higher sales volume in the cocoa 
business and increased book distribution sales. Operating income in 1984 
declined by 3% compared to 1983, solely due to the adverse impact of 
start-up costs associated with the acquisition of the Singapore facility. 


Agricultural chemical sales declined by 9% in 1985 as compared with 
1984, reflecting lower selling prices, the depressed U.S. agricultural 
economy and the unfavorable effect of the strong U.S. dollar on export 
sales. A loss was sustained in 1985, compared with a profit in 1984, 
primarily reflecting sharply lower prices for phosphate and nitrogen 
products as a result of severe industry-wide price cutting instituted to 
maintain volumes. Additionally, results were reduced due to interest 
expense incurred by the Four Corners mining partnership, which became 
operational in January 1985; in 1984 (when the mine was under construc- 
tion), interest was capitalized. Agricultural chemical sales rose by 4% in 
1984 over 1983, as prices for ammonia and other nitrogen products and 
demand for nitrogen products increased. As a result, 1984 agricultural 
chemical operating income advanced by 31% over 1983. Income in both 
years included gains ($3.0 million and $16.1 million in 1984 and 1983, 
respectively) on the contribution of property to the Four Corners mining 
partnership. Excluding these gains, operating income after taxes would 
have increased by 319% in 1984 over 1983. 


1985 natural resource sales were 10% below 1984, mainly due to the 
absence of revenues from the oi! and gas reserves sold to Exxon Corpora- 
tion (effective January 1, 1985) and to Shel! Oil (September 1984) and 
lower oil and gas volume and prices caused by lower demand. The oil and 
gas decline was partially offset by higher energy service revenues, 
teflecting improved demand for equipment rentals. However, the average 
utilization rate for Grace’s land-based drilling rigs was 49% in 1985 
versus 54% in 1984. Operating income after taxes, excluding the previ- 
ously discussed nonrecurring items from both 1985 and 1984, would 
have declined by 15% in 1985 compared to 1984, mainly due to the lower 
sales from oil and gas production discussed above. In 1984, natural 
resource sales increased by 3% over 1983, reflecting improved perform- 
ance in the energy service businesses, primarily contract drilling. 
Operating income rose by 94% in 1984 over 1983 due primarily to 
an improvement in energy services caused by higher demand and 
prices for rental equipment and certain energy services. 


Retail sales in 1985 advanced by 15% over 1984, buoyed by a strong 
performance at Herman’s and higher revenues in home center operations, 
the latter due to increased advertising and promotional activity and the 
inclusion of sales for all of 1985 from the Ole’s units acquired in July 
1984. On a comparable basis with 1984 (i.¢., before giving effect to the 
minority interest in Herman's) retail operating income would have 
declined by 15%, resulting from decreased home center earnings caused 
by intense competition and its effect on margins. In 1984, retail sales rose 
16%, with home centers, sporting goods and leather apparel the major 
contributors. Operating income advanced by 7%, reflecting the strong 
performances of sporting and leather goods stores. 
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Financial and Statistical Review 


Quarterly Summary" Unaudited § Millions (except per share) 


First Quarter Second Quarter Third Quarter Fourth Quarter Full Year 

Operating Results 1985 1984 1985 1984 1985 1984 1985 1984 1985 1984 
GON acre ae cane $1,177.8 $1,190.8 $1,371.7 $1,327.9 $1,250.8 $1,246.0 $1,392.7 $1,294.8  $5,193.0 $5,059.5 
Cost of goods sold and 

operating expenses . . (815.1) (786.9) (936.0) (876.8) (851.2) (830.6) (946.5) (829.1) (3,548.8) (3,323.4) 
Other expenses, net... . (300.6) (323.4) (377.7) __ (363.8) (365.4) (361.8) (425.9) (421.2) (1,469.6) (1,470.2) 
Income from continuing 

operations before 

MARS) 2 emncmdine nae 62.1 80.5 58.0 87.3 34.2 53.6 20.3 44.5 174.6 265.9 
Income taxes ......... 22.9 Bae 23.4 39.1 Pal 20.8 (6.6) 12.8 46.8 _ 105.6 
Income from continuing 

operations ......... aoe 47.6 34.6 48.2 27.4 32.8 26.9 31.7 127.8 160.3 
Income from discontin- 

ued retail operations . (4.1) (3) 7.6 1.1 (2.2) Zia 17.8 24.7 19.1 ot 
NGtiHOGIMG 5 5 ores. os $ 35.1 $ 47.3 $ 42.2 $ 593 $ 249 $ 350 $ 447 $ 564 $ 1469 $ 198.0 


Earnings per share from 


continuing operations $ IS: 3 92 §$ 67 § 3 § 52 $ 63 §$ 5 iS 61 $ 2.45 $ 3.09 
Earnings per share from 


discontinued retail 
operations ......... (.08) (01) 1S 22 (.05) 04 35 48 (el) -73 
Earnings per share... .. $ 67 $ oS 2S EIS §$ AT $ 67 $ 86 $ 109 $ 2.32 $ 3.82 


Sales by Operating Group 


Specialty Chemicals... § 483.6 $ 505.5 $ 572.6 $ 561.9 $ 565.7 $ 552.7 $ 632.3 $ 595.6 $2,254.2 $2,215.7 
Consumer 


Restaurant......... 219.8 201.6 264.8 215.5 263.8 217.3 277.8 214.7 1,026.2 849.1 
General Business .. . 173.6 174.4 188.0 182.2 185.9 178.8 239.5 213.1 787.0 748.5 
Commodity 
Agricultural 
Chemicals ....... 167.5 164.4 218.5 223.8 117.6 155.8 110.0 134.3 613.6 678.3 
Natural Resources. . . 133.3 144.9 127.8 144.5 117.8 141.4 133.1 137.1 512.0 567.9 
Total Continuing 
Operations..... $1,177.8 $1,190.8 $1,371.7 $1,327.9 $1,250.8 $1,246.0 $1,392.7 $1,294.8 $5,193.0 $5,059.5 


Operating Income (Loss) after Taxes by Operating Group” 


Specialty Chemicals... $ 23.3 $ 346 $ 43.6 $ 475 $ 390 $ 454 $ 524 $ 52.9 $ 158.3 $ 180.4 
Consumer 


Restaurant......... Pe 2 7.8 563 AT 5.8 | 3.0 17.9 16.4 
General Business ... 3.2 5.4 BS 6.6 Be 4.3 Ta ce: 20.1 23.6 
Commodity 
Agricultural 
Chemicals ....... (4.8) 92 (1.4) 14.0 (4.8) 2.4 (4.9) 3.8 (15.9) 29.4 
Natural Resources. . . 17.3 16.2 14.6 10.8 78 10.8 ia! 6.4 47.4 44.2 
Total Continuing 
Operations. .... $ 413 $ 67.7 $ 70.1 $ 842 $ S506 $ 687 $ 65.8 $ 73.4 $ 227.8 $ 294.0 


(0 Data forall 1984 periods and the first two quarters of 1985 have been restated for pootings of interests which were completed prior to the end of the third quarter of 1985. Data for ail 
periods in [984 have been reclassified. 


@) Operating income (loss) after taxes is computed before gains and losses on disposals of businesses, the March 1985 gain on the initia! public offering of Herman’s Sporting Goods, Inc.. 
the January 1984 gain on the initial public offering of E] Torito Restaurants, Inc. , and allocation of corporate research, general corporate overhead. general corporate interest and interest 
on debt of certain domestic subsidiaries. Taxes arc computed substantially on a separate return basis for each subsidiary and division of Grace and, in the case of each U.S. subsidiary 
and division, benefits for all investment tax credits and operating losses are recognized currently. 


@) The tax benefit reported in the 1985 fourth quarter on income from continuing operations before taxes arises from a disproportionately high amount of income from transactions taxable 
at capital gains rates and lower than anticipated fourth quarter income from continuing operations before taxes. 
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Consolidation Principles 


Inventories 


Properties and Equipment 
and Related Depreciation 


Development Expenses 


Earnings Per Share 


Pensions 


W.R. Grace & Co. and Subsidiaries 


Summary of Significant Accounting and Financial Reporting Policies 


The accounting and financial reporting policies of W. R. Grace & Co. and subsidiaries (*Grace™) 
conform to generally accepted accounting principles and reflect practices common in Grace’s 
various businesses. 


The consolidated financial statements include the accounts of W. R. Grace & Co. (*Company”™) 
and majority-owned subsidiaries. Investments in affiliated companies are carried at cost, as 
adjusted for subsequent changes in equity. 


Inventories are stated al the lower of cost or market. Due to the diversified nature of Grace's opera- 
lions, several methods of determining cost are used, including first-in, first-out, average, retai] 
and, for substantially all United States chemical inventories, last-in, first-out. Market value for 
raw and packaging materials is based on current cost and. for other inventory classifications, on 
net realizable valuc. 


Depreciation of properties and equipment, including those under capitalized leases. is generally 
computed using the straight-line method over the estimated uscful lives of the assets. The success- 
ful efforts method of accounting is used for oil and gas operations. Depletion of natural resource 
reserves is determined by the unit-of-production method. Interest is capitalized in connection with 
major project expenditures and amortized, generally on a straight-line basis, over the lives of the 
assets. 


Business development costs, including promotion, market research, preoperating and restaurant 
and store preopening expenses, are gencrally expensed as incurred. 


Earnings per share are computed on the basis of the weighted average number of common shares 
outstanding. 


Costs of Grace-sponsored defined benctit pension plans are actuarially computed principally 
using the aggregate cost method under which all unfunded prior service costs are amortized aver 
the estimated future service periods of plan participants. 


Financial Statement 
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Consolidated Statement of Income = $ Millions (except per share) 


Years Ended December 31. 1985 1984 1983 

SHES: ean cay nanegrsacines aha $5, 193.0 $5.059,5 $4,778.0 
Dividends, interest and other income, net 146.6 53.4 58.7 
5,339.6 5112.9 4,836.7 

Cost of goods soid and operating expenses .......... 3,548.8 3,323.4 3,164.4 
Selling, general and administrative expenses ........ 1,028.0 970.5 951.0 
Depreciation, depletion and amortization ........... 309.2 299.0 283.3 
[nlerest GXpPense: -co¢ 2. crdeiayaeashaw omyeeaseie pe 187.0 173.4 156.8 
Research and development expenses .......0......- 92.0 81.0 72.8 
5,165.0 4,847.0 4,628.3 

Income from continuing operations before taxes... ... 174.6 265.9 208.4 
INGOME TAXES alts, edn vedits ket eaetale ped 46.8 105.6 79.2 
Income from continuing operations ................ 127.8 160.3 129.2 
Income from discontinued retail operations... 2.2... 19.1 37.7 35.4 
NehingOmencs pracy iaw ie papieosmadeeyinep ys $ 146.9 $198.0 $ 164.6 
Earnings per share from continuing operations ...... $ 2.45 $ 3.09 § 2.49 
Earnings per share from discontinued retail operations . .37 13 -68 
Barings porsharé ogee ia bbb cea viet $2.82 $3.82 $3.17 


The Summary. page 41, and Notes to Financial Statements, pages 48 to 59, are integral parts of tis statement 


Management's Discussion and Analysis of Results of Operations and Financial Condition 


Statement of Income 


Sales and Net [Income 


Percent Change 
($ millions, except per shere) 1985 1984 1983 85/84 84/83 


Sales jen de ag es $5,193.0 $5,059.5 $4,778.0 + 3% + 6% 
Income from continu- 
ing operations ...... $ 127.8 $ 160.3 $ 129.2 -—20% +24% 
Income trom disecontin- 
ued retail operations . 19.) 37,7 35.4 —49 + 6 
Netincome...... 


$ 146.9 $ 198.0 $ 164.6 —26% +20% 


Earnings per share from 
continuing opera- 
tions ...... ¥ $ 245 $ 3.09 $ 249 -21% +24% 


discontinued retait 
operations....... ‘ 37 68 —49 +7 


3 
2.82 $ 3.82 $ 3.17 -26% +21% 


Earnings per share $ 


Selling, General and Administrative Expenses 


Percent Change 
($ millions) 1985, 1984 1983 85/84 84/83 


Selling. general and 

administrative 

expenses ......, $1,028.0 $970.5 $951.0 +6% +2% 
Percent of sales... . 20% 19% 20% +1%pt.— 1%pt. 


Selling, general and administrative expenses increased by 6% in 1985 
versus 1984, 3 percentage points higher than the increase in sales, 
reflecting the fixed nature of a portion of these expenses (particularly in 
the agricultural chemical and natural resource operations, which experi- 
enced sales decreases of 9% and 10%, respectively, in 1985) and the 
larger share of sales contributed by restaurant operations, which carry a 
higher rate of selling. general and administrative expenses as a percent- 
age of sales. In 1984, these expenses advanced by 2% over 1983, 4 per- 
centage points less than the 6% sales increase, as a result of the fixed 
portion of these expenses being absorbed by higher sales. 


Interest Expense 


Sales increased by 3% in 1985 versus 1984, and net income from continu- 
ing operations and net income decreased by 20% and 26%, respectively. 
in 1985 compared 10 1984. In 1984, sales advanced by 6% and net income 
from continuing operations and net income were ahead by 24% and 20%, 
respectively, over 1983, for the reasons discussed in the operating group 
discussions on page 39. 


Dividends, Interest and Other Income 

Dividends, interest and other income increased by 175% in 1985 to 
$146.6 million, mainly reflecting pretax gains on the sale of oil and gas 
interests ($61.1 million}, the initial public offering of Herman's ($51.7 
million) and the sale of a portion of Grace’s investment in and the initial 
public offering of Warehouse Club, Inc. ($9.1 million), partially offset 
by the provision for the divestment of eastern coal properties ($46.9 
million pretax). In 1984, pretax gains on the initial public offering of El 
Torito ($15.4 million) and on the contribution of property ($3.0 mifhon) 
to the Four Corners mining partnership were reflected. 


Cost of Goods Sald and Operating Expenses 


“Percent Ch nge 


($ millions) 1985 1984. 1983 85/84 84/83 


Cost of goods sold and 
operating expenses... $3.548.8 $3.323.4 $3,164.4 +7% +5% 
Percentof sales... .. 68% 66% 66% +2%pts. — 


In 1985. cost of goods soid and operating expenses increased by 7% over 
1984. or 4 percentage points higher than the increase in sales. This unfa- 
vorable variance reflected lower margins, especially in the agricultural 
chemical and natural resource operations, caused by lower selling prices. 
The 5% increase in 1984 over 1983, slightly less than the 6% sales 
increase, mainly reflects higher selling prices in agricultural chemicals, 
higher volume and sales prices in the natural resource operations and 
sclected menu price increases and tighter contro] over inventories and 
product usage in restaurant operations. 


Percent Change 


(8 mithons) 1985 1984 1983 85/84 84/83 
Gross interest $191.8 $182.7 $162.3 + 5% +13% 
Capitalized interest (4.8) (9.6) (5.5) —50 +75 

Interest expense $187.0 $t73.1 $156.8 + 8% +10% 


Interest expense increased by 8% in 1985 over 1984, reflecting a higher 
average level of borrowings (including the issuance of $100 million of 
103/3% notes in June 1985) partially offset by lower average interest rates. 
The proceeds from these borrowings were used to partially finance cash 
acquisitions and capital expenditures. Capitalized interest decreased in 
1985 as a result of lower average interest rates and lower capital expendi- 
tures. In 1984, interest expense rose 10% over 1983, primarily reflecting 
higher average borrowings and interest rates. The higher borrowings 
were largely attributable to the financing of acquisitions and increased 
capital spending. Capitalized interest was also higher in 1984 versus 
1983 as a result of increased capital expenditures and higher average 
interest rates. 


Research and Development Expenses 

Research and development spending increased in 1985 to $92.0 million, 
14% higher than the 1984 level and 26% higher than 1983. Grace’s 
research and development activities are directed toward expanding exist- 
ing businesses and developing new business areas, as discussed in 
“Research and Development” on page 29. 


Effective Income Tax Rates 


Percent Change : 
{$ milhons) 1985 1984 1983 85/84 84/83 


Income from contin- 

uing operations 

before taxes.... $174.6 $265.9 $2084 -— 34%  +28% 
Income taxes ..... 46.8 105.6 79.2. = 56 +33 
Effective tax rate .. 26.8% 39.7% 38.0% —12.9%pis.+ 1.7 %pts. 


The effective tax rate for 1985 decreased by 12.9 percentage points ver- 
sus 1984, primarily due to the nonrecurring 1985 net gains discussed 
above, which are taxable at rates lower than ordinary income rates, com- 
bined with a higher proportion of investment and other tax credits to 
pretax income in 1985 versus 1984. 
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bFinancial Statement 


Source (Use) of Funds 


Investment Activity 


Financing Activity 
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Consolidated Statement of Changes in Financial Position 


Years Ended December 31. 


Income from continuing operations... 2.0.6. 
Add (deduct) items not affecting working capital: 
Depreciation, depletion and amortization. ... 2.0.0.0... 
Deferred income taxes... eee 
Equity in unremiitted earnings of 
affiliated companies ..-....0000.0.0 0.000 e ee eee 
Nonrecurring items, net of income taxes: 
Provision for divestment of eastern coal properties .... 
Gains on initial public offerings of subsidiaries’ stock . . 
Gains on sale of oil and gas properties........00..... 
Net gain on disposal of businesses... 000.0002 
Working capital provided by continuing operations . . 
Working capital provided by discontinued retail operations . . 
Capital expenditures s vcs anges preva d yeaa ea ei aye 
CASAHIVIGERAS soc sctic coe oh ated enkee Pate Raed eel 


Working Capital WeMS® 2550 coe eecer nae Cad hes wages es 


Book value of asset disposals. .....00.2.0-0..... 


Other transactions, net... 0. ee 


Total Before Investment and Financing Activities ....... 


Net proceeds from sale of oil and gas properties. ......... 
Repayment of debt in connection with divestment of 

egstern Coa) Properties «0.6. cia cae eae eevee 
Increase in investments in und advances 10 

affillated companies... 0. eee 
Businesses acquired in purchase Uansactions .........0.. 
Net proceeds from initial public offerings of subsidiaries” 


Increase tn long-term debt... eee 
Reduction in Jong-term debt... 00.000. 
Increase (decrease) in loans payable ...........0.0..-00-- 
Net proceeds from sale of common stock ........2....005. 


Total Financing Activity... 000.0006. eee 


Decrease in Cash and Cash Equivalents .............. 


*Analysis of Working Capital Items 


Notes and accounts receivable. 2... eee 
INVENOCIES cos ew vow eae ee ges Hee Bw d egake ee ee 
Accounts payable... 2... eee ko sande 
IMCOMENAKES ice cece ease ewe eee ea ed eee 
Net change in noncurrent assets/liabilities of discontinued 
Teta OPCANOMNN: to.ic55 sty ed sis wee ee ee ee 
QUEEN aise naan bunker panera ata ke ithoedaent 


The Summary, page 41, und Notes to Financial Statements, pages 48 to 59, are integral parts of this statement. 


$ Millions 

1985 1984 1983 
$127.8 $160.3 $129.2 
309.2 299.0 283.3 
(13.6) 13.3 7.6 
(15.8) (3.5) (13.6) 
30.0 _ _ 
(33.7) (15.4) — 
(40.2) _ — 
— ~— (5.8) 
363.7 453.7 400.7 
56.5 66.8 59.8 
(348.0) (388.9) (359.0) 
(142.7) (136.5) (136.2) 
(183.5) (101.6) 34.3 
61.2 99.1 64.1 
(46.5) (54.3) (45.9) 
(239.3) (61.7) 17.8 
127.7 = _ 
(48.7) _ _ 
(32.8) (93.7) (.6) 
(198.7) (94.6) (46.2) 
Tes 34.4 ae 
(75.2) (153.9) (46.8) 
207.8 288.3 284.9 
(139.1) (132.1) (236.7) 
98.2 51.8 (22.8) 
119.8 = _ 
19.9 (3) 2.2 
306.6 207.5 27.6 
$ (7.9) $ BL $ U4) 
$ (92.0) $ (10.5) $ GLAD 
(48.6) ({06.8) (24.9) 
34.7 6.9 102.3 
(50.8) 10.9 (7.6) 
(50.4) — = 
23.6 (2.1) (4.4) 

$ 34.3 


$(183.5) $101.6) 


Management 


Discuss 


and Analysis of Results of Operations and Financial Condition 


Changes in Financial Position 
Working Capital Provided by Continuing Operations 


Percent Change 


{3 millions} 1985 1984 1983 85/84 84/83 


Working capital 
provided by 
continuing operations 


$363.7 $453.7 $400.7 —20% +13% 


Working capital provided by continuing operations decreased by $90.0 
million in 1985, primarily due to a decrease in income from continuing 
operations and a reduction of $26.9 million in deferred taxes, both 
excluding the effect of nonrecurring items. In 1984, working capital 
provided by continuing operations rose by $53.0 million, primarily due 
to an increase in income from continuing operations, an increase of $15.7 
million in depreciation, depletion and amortization and a reduction of 
$10.1 million of equity in unremitted earnings of affiliated companies 
due largely to the substantially smaller 1984 gain on the contribution of 
property to the Four Corners mining partnership. 


Working Capital Provided by Discontinued Retail Operations 
Working capital provided by discontinued retail operations decreased 
$10.3 million in 1985 due to a decrease in net income, partially offset by 
an increase of $5.1 million in depreciation, depletion and amortization. 
In 1984, working capital provided by discontinued retail operations rose 
$7.0 million, primarily duc to a $5.4 million increase in depreciation, 
depletion and amortization and an increase in net income. 


Capital Expenditures 


Percent Change 
1983 85/84 84/83 
$359.0 -—11%  +8% 


{$ millions} 1985 1984 
$348.0 $388.9 


Capital expenditures 


The decrease in capital expenditures in 1985 primarily reflects the exclu- 
sion of $64.8 million of 1985 expenditures relating to the discontinued 
retail operations. Capital expenditures in 1984 excluding those of 

the discontinued retail operations were $352.5 million, or $4.5 million 
higher than the capital expenditures in 1985. Capital spending of 
specialty chemical operations was $163 million in 1985 versus 

$133 million in [984 and represented 47% of total 1985 expenditures 

for continuing operations. 


Capital expenditures increased $29.9 million in 1984 over 1983, pri- 
marily reflecting the purchase of additional phosphate rock reserves 
and higher spending in the restaurant and specialty chemical operations, 
partially offset by a decrease in capital expenditures for natural 
resource operations. 


While capital expenditures for 1986 will be contingent upon business 
conditions, Grace has instituted a cash conservation program pursuant to 
which capital expenditures for continuing operations are expected to 
approximate $300 million in 1986, with an emphasis on specialty chemi- 
cal operations. 


Cash Dividends 

Cash dividends paid on Common Stock were $2.80 per share in 1985, 
1984 and 1983. Total cash dividends paid, including those on preferred 
stocks, amounted to $142.7 million, $136,5 million and $136.2 million in 
1985, 1984 and 1983, respectively. The increase of $6.2 million af cash 
dividends paid in 1985 versus 1984 is attributable to an increase in Com- 
mon Stock outstanding, primarily due to shares issued for acquisitions 
during the year. 


Cash Dividends on 
Common Stock 
(S milhons) 


Cash Dividend 
Paid Per Share 
Of Comnion Stock 


Working Capital Items 

The increase in working capital items in 1985 primarily represents the 
increase in notes and accounts receivable and net cash expendi- 

tures for noncurrent assets of the discontinued retail operations. The 
increase in noncurrent assets of the discontinued retail operations primar- 
ily reflects expenditures of $64.8 million for property and equipment, 
partially offset by disposals of property and equipment. For 1985, 
Grace’s net investment in the retail operations is shown as a current 

asset due to the Company’s decision to sell those operations. 


Investment Activity 

In the first half of 1985, Grace sold certain oil and gas interests to Exxon. 
The net proceeds from these transactions, including interest earned from 
the effective date of the sale (January 1, 1985) to the closing dates, were 
$127.7 million. 


In March 1985, the Company received $77.3 million from the initial 
public offering of a minority interest in Herman’s Sporting Goods, Inc.; 
$34.4 million was received in January 1984 from the initia) public offer- 
ing of a minority interest in E] Torito Restaurants, Inc. 


Businesses acquired in purchase transactions in 1985 consisted primar- 
ily of the purchase of 53 restaurants from subsidiaries of Marriott Cor- 
poration, 52 restaurants from General Mills, Inc. and three specialty 
chemical businesses. In addition, the 1985 increase in investments in and 
advances to affiliated companies reflects Grace’s acquisition of a 50% 
partnership interest in a pharmaceutical company and the acquisition of a 
29% equity interest in a specialty chemical company. 


Financing Activity 

In June 1985, the Company sold $100 million of 103% notes. Addition- 
ally, in December 1985, Grace received net proceeds of $119.8 million 
from the sale of 2,564,000 shares of Common Stock. 
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Assets 


Liabilities 


Shareholders’ Equity 


Consolidated Balance Sheet — $ Miffiony 


December 31, 1985 
Current Assets 
Cash and cash equivafents, including marketable 
securities of $11.0 (1984—-$13.4) 000. $ 151.6 


Notes and accounts receivable, less allowance 


of $26.5 (1984—$26.0) .. 703.7 
IiVentOries. occ yore tiene bie yeaa ty oted bebe dshend 607.6 
Net investment in discontinued retail operations .......0.........- 510.5 
Other Current assetseni< 5 ges Fy areas see ior nerd Aeseede aA 50.1 

Total Current Assets... 2.0.0.0 0 00006. 2,023.5 
Investments in and advances to affiliated companies............... 317.9 
Properties and equipment, net... 2... ee 2,596.0 
Other assets cnc oek ciew xa getanen niece iranian ks een e ede we 350.4 
Goodwill, less accumulated amortization of $20.7 

(1984 SIS Bechet cic ck tries tee act iry e uoteeale aide cutee eenadt 133.1 

$5,420.9 
Current Liabilities 
[dans payable:. tales aidvad eteahlag Ling et qag eumekee dake $ 294.2 
ACCOUNTS PAVAbIe n0%.ccuus Scud aque Vaudd Raa gee ys eag  ek 408.1 
MCOME TAKES ay. Acct Steel at sch eee AeA Siewert Se poh as ee ech A Est 78.5 
Othercurrent MabINHES< : sc35.005 wae ieedencdas boos DReawkaehaws 254.5 

Total Current Liabilities... 0000 0000.000000..0.000 000002. 1,035.3 
Long -tennmidebe..2tsnis awe nad bot aod chav Puedes 1,524.1 
Noncurrent liabilities .. . 194.5 
Deferred income taxes: cs.c.ceyacchaeghacie ndhaegehew peow kneeees 262.5 

3,016.4 
2,404.5 
$5,420.9 


The Summary, page 41, and Notes to Financial Statements, pages 48 to 59, are integral parts of this statement. 


1984 


$ 159.5 


664.8 
1,050.5 


59.0 
1,933.8 


275.8 
2,095.8 
Sarl 


$5,397.9 


$ 202.9 
594.1 
101.3 
283.3 
181.6 


41.6 
162.8 
300.5 
3,186.5 
2.211.4 
$5,397.9 


Management's Discussion and Aualysis of Results of Operati 


nd Financial Condition 


a 


Financial Condition 


Liquidity and Capital Resources 

Grace’s retail operations have been designated as a discontinued opera- 
tion for 1985 (see Notes ] and 14 to the Consolidated Financial State- 
ments) and are carried on the Balance Sheet at December 31, 1985 at 
Grace’s net investment in these operations: in 1984 retail operations were 
consolidated. 


Grace had $151.6 million in cash and cash equivalents at December 31, 
1985, compared to $159.5 million in 1984. The ratio of current assets to 
current liabilities was 2.0x at December 31, 1985 versus |.6x at Decem- 
ber 31, 1984, and working capital increased by $236.0 million to $988.2 
million at December 31, 1985 from $752.2 million at December 31. 

1984. These increases were entirely attributable to the classification of 
the net investment in the retai] operations as a current asset. On a compa- 
rable basis with 1984 (/.¢., if the assets of the retail operations were 
distributed throughout the Balance Sheet in 1985. as in 1984), working 
capital at year-end J985 would have been $744.9 million, and the ratio of 
current assets to current liabilities would have been 1.6x. 


The net decrease of $17.5 million in Jong-term debt during 1985 
reflects the reclassification of debt associated with the discontinued retail 
Operations. Without giving effect to this reclassification, long-term debt 
would have been $1,644.2 million, an increase of $102.6 million over 
1984, mainly representing the issuance of $100 million of 10 3/8% notes 
in June 1985, the proceeds of which were used to finance capital expendi- 
tures and cash acquisitions. 


Grace’s long-term debt as a percent of total capital (‘debt ratio”) at 
December 31, 1985 was 38.5%. Giving effect to the stock repurchase and 
issuance of 7% convertible subordinate debentures occurring subsequent 
to December 31, 1985 (see Note 14 to the Consolidated Financial State- 
ments), the debt ratio at December 31, 1985 would have been 49.1% 
versus 40.8% at December 31, 1984. 


At December 31, 1985, Grace had credit facilities of $1,349.9 million, 
of which $1,298,0 million was available under revolving credit agree- 
ments with various banks, including $498.0 million of additional com- 
mitments obtained in December [985 (see Note 14 to the Consolidated 
Financial Statements). Of the $1,349.9 million total credit facilities, 
$404.2 million was reserved in support of commercial paper and bank 
borrowings outstanding at December 31, 1985, leaving net unused credit 
facilides of $945.7 million (see Note 14 to the Consolidated Financial 
Statements). At year-end 1984, net unused credit facilities were 
$532.4 million. 


To purchase certain shares of its capital stock in January 1986 (sce 
Note 14 to the Consolidated Financial Statements), the Company 
obtained from certain of its existing revolving credit banks and institu- 
tional lenders waivers of covenants; such waivers currently extend 
through March 31, 1986. By that time, Grace believes that it will be able 
to effect additional financings and/or asset sales to bring it into compli- 
ance with these covenants, to negotiate with the revolving credit banks 
and mstitutional lenders amendments to these covenants and/or to obtain 
an extension of the waivers. Also, the Company’s long-term debt ratings 
have recently been downgraded by Moody’s Investors Service, Inc. , and 
its long-term debt and commercial paper ratings are under review for 
possible downgrade by Standard & Poor’s Corporation. The Company 
cannot predict the outcome of the Standard & Poor's credit review. It 
believes that the principal effect of the Moody’s downgrading and any 
Standard & Poor’s downgrading would be to increase its cost of 
borrowing. 


Tn 1985, shareholders’ equity increased, mainly due to the issuance of 
2,564,000 shares of Common Stock in December (985 and the favorable 
current period foreign currency translation adjustment. The weaker 
dollar at year-end 1985 versus 1984, primarily against European curren- 
cies, was the dominant factor in the 1985 favorable translation adjust- 
ment. The movement of the U_S. dollar versus the major currencies in 
which Grace conducts its overseas business is summarized in the follow- 
ing table: 


Year-End Exchange 

Rate Change 

Foreign Currency vs. U.S. $ 
(Percent Change) 


Currency 85/84 84/83 85/83 
Netherlands guilder .. Ree eet + 28% — 14% + 0% 
French frane ......... tuk hae be +27 - 13 +10 
German mark .... . aad ~13 +11 
Belgian franc. Bh lad asthe +25 -12 +11 
British pound ........ sede dade Soked +23 -19 - | 
MSN AM UL 24-4 ea Bara Weeds daha i +15 -14 St 
Austratian dollar. ba -18 - 8 -24 


Exchange Rate Index of the U.S. $ by Month 
Against 10 Major Industrial Country Currencies* 


(March 1973 = 10g) 
i | 


1984 t 1985 


160 
150 
146 


130 


will 


1983 


*Weighted based on 1972-1976 global trade ot each country, The 
10 countries, 10 order of importance in the index, are: Germany, 
Japan, France, U.K., Canada, Italy, Netherlands, Belgium. 
Sweden and Switzerland, A higher number indicates a stronger 
dolar. 


Source: Federal Reserve Bulletin 


Inflation and Changing Prices 

Information on the effect of changing prices prepared in accordance with 
the guidelines of the Financial Accounting Standards Board is presented 
in Note 15 to the Consolidated Financial Statements. 
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Financial Statement 
a 


Consolidated Statement of Shareholders’ Equity — $ Millions 


Foreign Common 
Preferred Common Paid in Retained Currency Stock in 
Stocks Stock Capital Earnings Adjustments Treasury Total 


Balance at January 1, 1983 as 
reported ................... $16.3 $48.5 $460.5 $1,742.1 $ (58.0) $(3.8) $2,199.6 
Adjustment for businesses 


combined in poolings of interests 


transactions in 1985........... — 3.2 9.0 (6.9) — — 5.3 
Balance at January 1, 1983 
asrestated.................. {0.3 51.7 469.5 1.735.2 (58.0) (3.8) 2,204.9 
NetineOMes: 625443 n,54c0405 —_ -— — 164.6 _— — 164.6 
Dividends paid............... — — = (136.2) a — (136.2) 
Conversion of debentures ...... _— a 2.1 — — _ 2.2 
Translation adjustments. ....... — — — — (43.9) —~ (43.9) 
OME Szeto tiancalinesl qidiag! animaiets —_ — tf — —_ 3 L.4 
Balance at December 31, 1983 ... 10.3 51.8 472.7 1,763.6 (01.9) (3.5) 2,193.0 
Netincome.................. — — —_— $98.0 —_— —_ {98.0 
Dividends paid............... = — 3 (136.5) — — (136.5) 
Conversion of debentures ...... —_— — 7 — —_ — ey) 
Translation adjustments. ....... — ae a = (45.6) — (45.6) 
Purchase of treasury stock... ... — — — — — CA} C.4) 
OllieMasacipidecvetpautediee _— _— 1.6 _ — 1.6 B22. 
Balance at December 31, 1984 .. . 10.3 51.8 475.0 1,825.1 (147.5) (3.3) 2,211.4 
Net income... ..-0..0 0200 c nes — —_ _— $46.9 —_— _ 146.9 
Dividends paid... 2.2.0.0... — —_ — (142.7) — —_ (142.7) 
Conversion of debentures ...... —_— -l 73 — — —_ 74 
Stock option exercises. ........ — 1 9:2 — — 3.1 $2.4 
Translation adjustments. ....... = — _ _ 42.0 = 42.0 
Sale of Common Stock ........ —_— 2.6 117.2 — — —_— 119.8 
Oiher sein heredity ewe eas — 6 6.7 — — — 7.3 
Balance at December 31, 1985 ... $10.3 $55.2 $615.4 $1,829.3 $(105.5) $ (.2) $2,404.5 


The Summary, page 41, and Notes to Financial Statements, pages 48 (0 59, are integral parts of this statement. 


Notes to Pimanecial Statements S$ Afitions (except per share) 


(The financial statements for 1984 and 1983 have been reciassified, and restated for poolings of interests). 


Note 1—Discontinued The Company has decided to sell its retail operations, either in their entirety or on a unit-by-unit 
Retail Operations basis. This sale is expected to be substantially completed by December 31, 1986. Asa result, the 
Company's equity in its retail operations as of December 31, 1985 has been included in current 
assets in the Balance Sheet as of December 31, 1985, and the Statement of Income has been pre- 
sented to reflect the retail operations as a discontinued operation for al] years presented. 

Retail sales were $2,067.1, $1,792.3 and $1,546.6 in 1985, 1984 and 1983, respectively, Income 
trom the discontinued retai) operations of $19.1, $37.7 and $35.4 in 1985, 1984 and J983, respec- 
tively, is net of applicable income taxes of $12.4, $26. | and $26.2, respectively. 

A summary of the net investment in the retail operations at December 31, 1985 is set forth on the 
following page: 
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Note 2—Notes and 
Accounts Receivable 


Note 3—Inventories 


Note 4— Investments in and 
Advances to Affiliated Companies 


Notes (0 Financial Statements  $Mubtonsfexcept per share} 


____ 198s 
Notes and accounts receivables. nel... eee $ 61.0 
Inventories... 0.00... wiiihl 495.9 
Properties and equipment, net 342.0 
Goodwill.net ......... 38.7 
Otherassets . 0.0... 0.0 ee 38.7 
Total asset: scncsd ka gaddengraca tae ted $ 976.3 
CUrrENUABNIOS yicds cate on Chh ante peas eae eR Ed RES $302.8 
Long-termdebt - Up tsh RISE Teed heh AR ad Bheh Sas 120.1 
Noneurrent liabilities 0.0 0. ce eee ee eee ene eees 42.9 


Total abilities... 2. # ppb leaehoag 
Net investment in discontinued retail operations .. .. 


3 609.0 
55.8 


Trade. less allowance of $26.2 (1984—$24.6).... 
Other, less allowance of $.3 (1984—$1.4) 0... 


1984 
Raw and packaging materials 2.22.00 0 0.0002 $ 156.4 
HIMPCNCESS reas sects edd cat LAY beh dhee Mea ee sais tae 63.1 
Binished products: .1.25¢c¢cecud tobias tide deine tobe ERS 408.7 
General merchandise... 0.0000 (12.9 544.0 
729.5 1,172.2 

Less: Adjustment of certain inventories loa 
last-in, first-out (LIFO) basis o.0000 0.000000. 000 000 es eee 121.9 121.7 
$607.6 $1 050.5 


Inventories valued at LIFO cost comprised 40.2% of inventories before the LIFO adjustinent at 
December 31, 1985 and 26.9% before such adjustment at December 31, 1984. 


Grace owns equity interests of 50% or less in domestic companies engaged in mining coal and 
phosphate rock, producing phosphoric acid and drilling fluids and providing health care services 
and products. Grace also owns a 49% equity interest in an ammonia-producing company in Trini- 
dad. In 1984, Grace acquired a 49.99% common equity interest in National Medical Care, Inc. 
(“NMC”), the nation’s leading operator of kidney dialysis centers. with an option, exercisable 
through 1995, to acquire an additional 15% and a $60 million investment in NMC’s Cumulative 
12% Preferred Stock with mandatory redemption between 1992 and 1994 

Asummury of financial information of affiliated companies (100% basis) is set forth below: 


1985 _ 1984 
Currentassets $ 343.0 $ 351.0 
Noncurrent as 1,500.9 1,633.0 
Total assets: vas cause eg eries es HU843.9 $1 984.0 
Currentliabilities 0.0.0.0... $ 336.7 $ 288.1 
Noneurrentliabilities ...0.....000002. 905.3 1121.2 
Total liabilities... . 1,242.0 1,409.3 
NGTASNCUS ig garbage aga bes Meeks $601.9 $ 574.7 
Grace investments and advances . $ 317.9 $ 


1985 1984 1983 

Netsales . 0... c4 cso cee ag ees $ $20.0 $ 486.5 $ 293.5 
Netincome (loss)... 0.0... S$ 31.2 $ (6.1) $ U4) 
Grace equity in earnings... . $14.0 $s 1.8 $ 4 
Dividends received by Grace . . $ L.0 $ 1.3 $ 3.9 


At December 31. 1985, $146.5 (1984—$262.5) of borrowings of affiliated companies were 
guaranteed by Grace. No liability is anticipated under these guarantees. 


49 


W. R. Grace & Co. and Subsidiaries 


Note 5— Properties and Equipment 


Note 6—Other Assets 


1985 7 1984 

Wsanidhs, « wGiectsahaedg arate ged shite aie gibi joa bine Pieeatad ad S dagaeenta tener $ 97.9 $ 110.9 
Natural resource properties... 0.054 chug cheese asdeweesaaed 856.9 946.2 
Budiey -ho5 805 bs Ghee sia wad Seah bs ERS PEG og d 857.6 922.2 
Machinery. equipment and other... 20... Hemaawendasach ate ares 2,617.4 2,501.6 
Projects under construction... 00... .. helen Uyahs aot cre cee seen 113.9 100.0 
4,543.7 4,580.9 

Accumulated depreciation, depletion and amortization. . 2.2... . (1,947.7) (1,885.1) 
Properties and equipment, net... 0.0.2.2 eee $ 2,596.0 $ 2,695.8 


Property under capitalized Jeases amounted to $159.6 and $216.2 at December 31, 1985 and 
December 31, 1984, respectively. Accumulated amortization of property under capitalized Jeases 
amounted to $55.5 and $68.4 at December 31. 1985 and December 31, [984. respectively. 


Capitalized interest costs have been incurred in connection with the financing of certain assets 
prior to placing them in service. Included in net properties and equipment are nct capitalized intes- 
est costs of $41.8 in 1985 and $45.2 in 1984. Capitalized interest costs excluded from interest 


expense in 1985, 1984 and 1983 were $4.8, $9.6 and $5.5, respectively. 


Depreciation, depletion and amortization expense relating to properties and equipment 
amounted to $271.3, $264.7 and $250.4 in 1985, 1984 and 1983, respectively, of which $7.0, $7.2 


and $8.1, respectively, represented capitalized lease amortization. 


At December 3], 1985. minimum future lease payments are: 


Capitalized Operating 
Leases Leases 
$ 19.3 $ 76.0 
48.5 65.8 
18.0 59.1 
17.9 56.6 
(7.6 25.5 
207.2 613.0 
Total minimum lease payments 298.5 $920.0 
UME TOSI v2) Ses es hy Re ag Sa DRI Ge WERE Be Dee (170.5) 
Present value of minimum lease payments... 02.002. $ 128.0 
Capitalized leases relate primarily to restaurant facilities. 
Grace's rental expense for operating leases in 1985 was $77.) (1984—$74.8: 
1983—$71.8), including $5.5 (1984—$5. 5; 1983—$4.7) of contingent rentals. Sublease 
rental income was not significant. 
1985 1984 
Energy services equipment, less accumulated amortization 
of $140.5 (1984—$121.5) 00 eee $144.9 $140.7 
Detetred Changers «ctu gadkn ce eianeire thse Garts plate 72.7 67.4 
Long-term receivables. less allowance of $.7 (1984—-$1.0) ..... 31:3 33.3 
Natural resource participation Investments ......00 0... 26.6 48.8 
OMG» feo 3k Set ietatileaaree takai this eeebkeg Wh aeone y 74.9 66.9 
$350.4 $357.1 


Notes to Financial Shatements S$ Atifions fexcepty 


EE 


Year-End 1985 Years of 
Interest Rate Maturity 1985 1984 
Note 7—Long-Term Debt W.R. Grace & Co. 

Commercial paper’. . . $469 8.4 % _ $ 378.0 $ 313.6 
Bank borrowings'”.... xf 8.6 _ 10.0 30.0 
Promissory notes. ........... 8.3 986-1998 315.5 347.6 
Promissory notes ............ 2.625 1990 100.0 00.0 
Promissory notes ............ 2.95 1990 100.0 00.0 

Promissory notes .... . istege 0.375 1997 100.0 
Sundry indebtedness... 5.4 986-1997 22.7 40.4 
Industrial revenue bonds ...... 6.4 1986-2002 31.3 39.1 
Debentures os. esc ensde aeacen 75 2008 100.0 00.0 
1,157.5 .070.7 

Subsidiaries'” 

Promissory notes . . 4.75 989 74.8 74.8 
Secured indebtedness ........ 10.0 1986-2005 \51.5 56.7 

Sundry indebtedness ......... ee 986-2008 23.1 
1,406.9 352.2 
Capitalized leases 128.0 70.1 
Production payment’ 72.8 78.0 
1.607.7 600.3 

Less amounts due within one year included in loans payable ........ 83.6 


$1,524.1 = § 


Full year weighted average interestrate 2... ee 10,6% 11.1% 


‘>Commercial paper and bank borrowings. although made under short-term credit facilities, are 
classified as long-term debt because of the availability of long-term financing under Grace’s 
revolving credit agreements and Grace's intent to refinance these borrowings on a long-term basis. 

Includes $3.1 of debentures at December 31, 1985 ($5.1 at December 31, 1984) convertible into 
one share of Common Stock for each $29.625 principal amount and $13.2 of debentures at Decem- 
ber 31, 1985 ($22.1 at December 31, 1984) convertible into one share of Common Stock for each 
$57.32 principal amount. 

' At December 31, 1985, $105.5 of subsidiary indebtedness was guaranteed by the Company. 

“ Represents a natural resources financing repayable solely out of proceeds from the sale of 
production 


Long-term debt payable during each of the four years subsequent to December 31. 1986 is: 
1987—S80.5: 1988—$67.7; 1989-——$ 136.7; 1990—$254.0. 


Grace has revolving credit agreements with various banks under which it may borrow up ta 
$1.298.0 at interest rates based, at the option of the Company, upon the prevailing prime, certifi- 
cate of deposit or Eurodollar rate. At December 31. 1985. there were no outstanding borrowings 
under ihe revolving credit agreements. The Company has additional credit lines amounting to 
$51.9 fora total of $1.349.9 (1984 —$903.7). Of the $1,349.9 total credit facilities. $404.2 was 
reserved in support of commercial paper and bank borrowings outstanding as of December 32. 
1985, leaving net unused credit facilities of $945.7. [In connection with $1.314.9 of the Company's 
credit facilities, commitment fees of .25% to 50% per annum are payable on the unused portions. 
A portion of the Company’s cash balances serves to compensate banks for credit facilities and 
services. Such balances are generally unrestricted. 

Sec Note 14—Subsequent Events for information with respect to waivers of covenants in the 
revolving credit agreements and certain promissory notes related to borrowings under the revolv- 
ing credit agreements. 


Note 8—Shareholders’ Equity The Company is authorized to issue up to 75 000.000 shares of Common Stock ($1 par value). Of 
unissued Common Stock and Common Stock in treasury at December 31. 1985. approximately 
3.232.000 shares may be issued or delivered upon conversion of convertible debentures and exer- 
cise of stock options. Common Stock in treasury at December 31, 1985 was 6,000 shares. 


In December 1985, lhe Company sold 2,564,000 shares of newly issued Common Stock. 


SI 
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Note 9—Stock Options 


At December 31, 1985 the number of shares of Common Stock outstanding was 55,168 .000 


({984—51,698,000). 


The weighted average number of shares af Common Stock outstanding in 1985 was 51,908 000 


(1984—51,673,000; 1983—51.600,000). 


At December 31, 1985, $624.3 of retained earnings was free of restrictions on paym: 


entot cash 


dividends imposed by the most restrictive of the Company’s loan agreements. Retained earnings of 


$499.0 at December 31, 1985 represent undistributed earnings of consolidated foreign 


subsidiaries 


which may be subject to currency, exchange and other restrictions imposed by regulatory bodies of 


the countries in which the subsidiaries operate. 


Preferred stocks ($100 par value) authorized, issued and outstanding are: 


Shares Par Value 
Authorized of Shares 
and Issued In Treasury Outstanding 
(December 35, 1985) 1985-1983 
6% Cumulative”. cas .e eee eeigadaeei anes 46,000 — $ 4.0 
8% Cumulative Class A”. $0,000 16,553 3,3 
8% Noncumulative Class B” 40,000 10,267 _ 30 
$10.3 
‘Eighty vates per share. — 
“Eight votes per share. 
Dividends paid on the Company’s preferred stocks amounted to $.7 in each of 1985, 1984 and 


(983. 


The Company’s Certificate of Incorporation also authorizes 5.000.000 shares of Class C Pre- 


ferred Stock, without par value, none of which has been issued. 


See Note 14—-Subsequent Events for information cuncerning the repurchase of shares of 


Common Stock and Preferred stocks on January 2, 1986 and related matters. 


Changes in outstanding Common Stock options are summarized below: 


1985 1984 1983 
Average Average Average 
Number Exercise Number — Exercise Number Exercise 
of Shares Price of Shares Price of Shares Price 
Balance at 
beginning of year . 2,455,419 $39.47 2,233,585 $39.33 2,007,034 $36.83 
Options granted... .. 17,618 34.10 451,337 38.01 584,050 44.73 
2,473,037 2,684,922 2,588,084 
Options exercised... (247.134) 36.76 (87,121) 34.19 (49.677) 35.22 
Options terminated 
orcancelled...... (203,865) 36.58 (172,382) 35.62 (304,822) 33.80 
Balance at 
endofyear....... 2,052,038 39.99 2,455,419 39.47 2,233,585 39.33 


At December 31, 1985, options covering | ,498,232 shares (1984—| 321,650; 1983-—-823,574) 
were exercisable and 827,524 shares (1984—757,541; 1983— 1,152,861) were available for the 


granting of additional options. 


Under the provisions of the Company’s stock incentive plans, certain optionees have stock 
appreciation rights under which the optionee may, in lieu of exercising an option, request cancel- 
lation and, at the Company's election and without payment to the Company, receive cash or shares 
of Common Stock having a market value equal to the difference between the excercise price and the 


market price of the Common Stock. Upon such cancellation, the shares covered by the 


option, less 


the shares issued, if any, become available for future grants. In 1985, $2.8 was charged to income, 
in 1984, $3.3 was credited to income and in 1983, $2.4 was charged to income in connection with 


such stock appreciation rights. 


Notes lo Pinuncial Statement § Millions (except per share} 


Note l0— Acquisitions, Divestments, 
and Restructurings 


Note 11—Income Taxes 


In 1985, the Company purchased four restaurant businesses and three specialty chemical busi- 
nesses for atotal of $215.0. In 1984, the Company purchased a home center chain. a specialty 
chemical business and the remaining interest in another, and a general business for a total of $91.8, 
and in 1983. two specialty chemical and two restaurant businesses were acquired for a total of 
$49.0. These acquisitions were accounted for as purchases, and the results of operations of the 
acquired businesses are included in the consolidated financial statements from the respective dates 
of acquisition. Goodwill arising trom certain purchase transactions is amortized using the 
straight-line method over various periods not exceeding 40 years. 


In 1985, the Company acquired an $3.5% interest in Taco Villa, Inc. (a restaurant business) 
through a merger between a wholly owned subsidiary of the Company and a subsidiary of Taco 
Villa. (The Company’s interest in Taco Villa was 81.8% at December 31, 1985.) 


In addition, in 1985 the Company issued 2,223,608 shares of Common Stock for a specialty 
chemical business and 945 000 shares for a restaurant business, and in 1983 the Company issued 
242,361 shares for a specialty chemical business. These transactions were accounted for as pool- 
ings of interests, and the consolidated financial statements for the year of acquisition and for peri- 
ods prior thereto have been restated. Additionally, in 1985 the Company issued 554.803 shares of 
Common Stock for a restaurant business in a pooling of interests transaction: however, since the 
acquired company did not have a material impact on Grace’s financial statements, the consolidated 
financial statements have not been restated with respect thereto. 


[In 1985 and 1984. the Company recognized after-tax gains of $33.7 and $11.1. respectively 
arising from the respective initial public offerings of a 44.0% minority interest in Herman's Sport- 
ing Goods, Inc. and a 26.1% minority interest in E] Torito Restaurants, Inc. 


In 1985, the Company recognized an after-tax gain of $40.2 on the sale of certain oil and gas 
properties to Exxon Corporation. 


In 1985, the Company provided an after-tax reserve of $30.0 against lasses anticipated in con- 
nection with the divestment of three castern coal properties. At December 31, 1985 the Company 


had one remaining castern coal operation which is 50% owned. 


The provision for income taxes. incJuding the discontinued retail operations, consists of: 


1985 1984 1983 
Current: 

OCS alent sin'e ih ae ccadye anne ails ae Ea § (5) $ 15.4 $ 2.9 
SAG iica eee ee eRe cane Pes tE ee Sasa 9.8 6 2.4 
FOTGTON: oc enc Qhute a peated Seats Bleed as atedt 86. | 97.2 100.9 

Deferred: 
Red etal ua. cetthn eeaste nS ets ek ante aee alte nied we (36.8) 11.J (2.7) 
FOTCIO Ni cies cred na bits Scam eerie oe De ations 6 (.6) 1.9 

Total provision for income taxes, including the 

discontinued retail operations............... $ 59.2 $131.7 $105.4 


Income taxes have been computed for the discontinued retail operations substantially as if they 
had prepared a separate income tax return, Income taxes related to the discontinued retail opera- 
tions are included in the “Income from discontinued retail operations” line on the Consolidated 
Statement of Income. 


The provision for income taxes allocated to continuing operations consists of: 


1985 1984 1983 
Current: 

Pedi Al, oi a.g enchloy, 3 caceucd Smaart Shniemate eee Seer $ (10.7) $ (7.5) $ (18.0) 
States. sate ied 18 RE ae Ee aed ee 5.7 3.4 (2.7) 
FOTEBN: Aidt aeds tateerhachoe aan aokand sea 85.9 96.8 }00.8 

Deferred: 
Federal, cucnen sie rer eee eee Penge ercha Me oes (34.7) 13.5 (2.8) 
Foreign . . 6 (.6) L.9 

Total provision for income taxes allocated to 

continuing operations ...............22.... $ 46.8 $105.6 $ 79.2 
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The source of income from continuing operations before taxes for financial reporting purposes is 
as follows: 


1985 1984 1983 

DOMeSUC ect asis Sete be en ids ye ae pea $ 4.3 $ 76.1 3 41.7 

POPEIB I ce tht ees ane ena amet ee yes Gnade Saligeth 173.3 189.8 166.7 
Total income from continuing operations 

before taxesoc ne chong g kOe pees pegye esa $174.6 $265.9 $208.4 


Investment tax credits are applied as a reduction of the current tax provision in the year they 
arise, subject to statutory limitations, and excess investment tax credits have been applied as a 
reduction of the deferred tax provision as follows: 


1985 __ 1984 1983 

Reduction in current income tax provision........... $s oS $6 $ 2.3 

Reduction in deferred income tax provision.......... 16.3 18.2 12.2 
Total investment tax credits for continuing 

OPEFAUONS oa hier se aac auronene ied hte) $ 16.3 $ 18.8 $14.5 


Deferred income taxes arise from timing differences in the recognition of revenues and 
expenses for tax and financial reporting purposes. The major components of the deferred income 
tax provision allocated to continuing operations are: 


1985 1984 1983 
Federal Foreign Federal Foreign Federal Foreign 


Accelerated methods 


of depreciation............. $ 42.2 $3.6 $23.5 $2.5 $18.2 $2.9 
Partnerships book/tax fiscal 

year differences ............ $.8 = 10.8 Su8 _ 
Intangible drilling and 

development costs .......... (2.2) — (4.0) 2.1) — 
Other excess tax credits........ (3.8) — (3.2) — (3.0) —_ 
Excess investment tax credits ... (16.3) — (18.2) (12.2) — 


Net tax benefits/reversals of tax 
credits on disposition of prop- 


erties and investments ....... (24.3) — 3.0) — (2.9) —_ 
Capitalized research and deve!- 

opmentcosts ............-. (33.1) 
Other timing differences, net.... (3.0} (3.0) 7.6 G.1) (6.1) (1.0) 


Total deferred tax provision. $(34.7) $6 $ 13.5 $ (6) $ (2.8) $ 1.9 


The statutory federal tax rate reconciles to the effective tax rate for continuing operations as follows: 


1985 1984 1983 
Statutory federal tax rate... 0... ee ee 46.0% 46.0% 46.0% 
Increase (decrease) in tax rate resulting from: 
Foreign taxes in excess of federal taxrate.......... 3.9 3.3 12.5 
State and local income taxes (net of 
federal tax bencfit) ...0...0.0.....000.2 0000025 1.8 (7) 
Gain on investment in partnership ............-.. — (3.6) 
Percentage depletion on natural resource properties . (3.0) (4.0) 
Net capital gains and losses... 00.2... eee (9.2) (1.0) 
Investment tax and other credits ...0....00..0.000.. (11.8) (9.5) 
(OUNGI 4.5 Brae ence es 8 tna weer ee bh Gehan ee (1.2) 1.7) 
PACCHVE ta TALE. Je cons hes tne ean ae eee 26.8% 


38.0% 


The Internal Revenue Service has completed examinations of consolidated federal income tax 
returns of the Company and its damestic subsidiaries through 1980. Additional foreign and United 
States taxes might become payable if undistributed carnings of foreign subsidiaries were to be paid 
as dividends, but such taxes, if any, have not been fully provided for since a substantial portion of 
such earnings has been and is expected to be reinvested for an indefinite period of time. 


Note 12—Pension, Profit 
Sharing and Related Plans 


Notes to Financial Statement § Millions (except per share) 


Grace maintains defined benefit pension plans covering employees of certain units who meet age 
and service requirements. 


Grace funds its pension plans based on a percentage of payroll or cost per hour of service, as 
determined by independent actuaries. Domestic pension plans (excluding multi-employer plans in 
which Grace participates) are funded through the Trust Fund of the W. R. Grace & Co. Retirement 
Plans. The effects of domestic plan benefit improvements and changes in actuarial assumptions 
resulted in cost increases of $1.5 in [985 compared with 1984 and cost decreases of $6.2 in 1984 
compared with 1983. The weighted average assumed rate of return used by the actuaries in deter- 
mining the actuarial present value of accumulated plan benefits was 7.1% in 1985 and 1984, anda 
6.0% annual pay increase was assumed in both 1985 and 1984 for those plans for which benefits 
are based on final average pay. 


A comparison of accumulated plan benefits and net assets available for benefits for plans 
funded through the Trust Fund of the W. R. Grace & Co. Retirement Plans is presented below: 


December 31, 1985 1984 
Actuarial present value of accumulated plan bencfits: 


Nonvested ... is es 
Additional benefits for past service based on projected 
future salary increases... ee ates sob aidan, dpeanaen ee 
Total accumulated benefits... 00.002 eee 


Net assets available for plan benefits 0.0 .0..0.00000.. 00000 eee 


Foreign pension plans are funded under a variety of methods because of differing local laws and 
customs and therefore cannot be summarized. However, the assets of foreign pension funds also 
exceeded the actuarially computed value of vested benefits. 


The expense of these plans with respect to continuing operations was as follows: 


1985 1984 1983 

DOMME act se nc2s whos eats nteehaa todd as bhreswuaatead $19.0 $16.8 $26.0 
Foreign... . Ws : 8.9 9.1 _ 8.9 
Total pension expense for continuing operations $27.9 $25.9 $34.9 


Grace also sponsors profit sharing, savings and investment and similar plans for ity employees. 
The expenses of these plans for continuing operations was as follows: 


DOMES <4 vac beset geen teonsagse vauaeem e Bettiah ea $8.0 $8.5 58.1 
FOCEION yo. deaitae busta inaie yee las shar Aon Menge 4 8 6 6 
Total expenses for continuing operations .......... See $8.8 $9.7 $8.7 


F 


In addition to pension benefits, certain health care and life insurance bencfits are provided tor 
tetired emptoyces who reached retirement age while working for certain domestic units of Grace. 
The cost of retiree health care and life insurance benefits is expensed as claims are paid; annual 
costs have not been and are nat expected to be material, 
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Note 13— Asbestos and 
Other Litigation 


Note 14—Subsequent Events 


There are various lawsuits pending against the Company relating to exposure to asbestos-contain- 
ing products previously sold by the Company. At December 31, 1985, the Company was a defend- 
ant in approximately 1,800 asbestos-related lawsuits (940 at December 31, 1984), and it is 
anticipated that additional lawsuits wil} be brought in the future. (However, the number of such 
lawsuits is not necessarily indicative of the Company’s liability since, among other things, the 
Company has been named as a defendant in a number of cases in which its products are not 
involved.) Through December 31, 1985, 63 personal injury cases had been dismissed with respect 
to, and without payment by, the Company (on the ground that the Company’s products were not 
involved), and 40 personal injury cases had been settled for a total of $.7. In January 1986, an $8.4 
verdict was returned against the Company in a property damage case; this case is being appealed. 
The Company believes that its insurance will substantially cover any damages for which the Com- 
pany may be held liable, amounts paid in settlement and litigation costs. The Company will be 
obligated to pay these amounts to the extent they are not covered by insurance. While the Compa- 
ny’s ultimate liability in respect of these lawsuits cannot be determined at this time, the Company 
believes that the resolution thereof will not have a material adverse effect on its consolidated finan- 
cial position. 

Grace is also involved in various other lawsuits and claims arising from the conduct of its busi- 
ness. Such matters are not material to its consolidated financial position. 


On January 2, 1986 the Company purchased the following shares of its capital stock: Common 
Stock— 13,619,460 shares, Preferred Stock—2,340 shares, Class A Preferred Stock— 16,081 
shares and Class B Preferred Stock—7,579 shares. These shares (“Shares”) were previously 
owned by Friedrich Flick Industrieverwaltung KGaA (“FFI”). On December 4, 1985, the Com- 
pany was advised that Deutsche Bank AG (“Bank”) proposed to purchase FFI, that such purchase 
would include the Shares and that, if such purchase was completed, the Bank intended to dispose 
of the Shares. On December 11, 1985, the Company and the Bank entered into a Stock Purchase 
Agreement which provided that, subject to completion of the Bank’s purchase of FFI, the Com- 
pany would purchase the Shares on January 2, 1986 for a purchase price of $598.), which was 
equal to the market value of the Shares on December 5, 1985 plus certain transfer taxes. 


In connection with the purchase of the Shares, the Company obtained in December 1985 addi- 
tional commitments of $498.0 from certain of its existing revolving credit banks, as well as waiv- 
ers of covenants which would otherwise have been violated by such borrowings or the purchase of 
the Shares. It also obtained from certain institutional lenders waivers of identical covenants con- 
tained in $315.5 in principal amount of the Company’s promissory notes. The waivers currently 
extend through March 31, 1986. By that time, the Company believes that it will be able to effect 
additional financings and/or asset sales to bring it into compliance with these covenants, to negati- 
ate with the revolving credit banks and institutional lenders amendments to these covenants and/or 
to obtain an extension of the waivers. 


If the purchase of the Shares had occurred on or before December 31, 1985, loans payable would 
have been $892.3 at December 31, 1985, an increase of $598.1, Shareholders’ Equity would have 
been $1,806.4 at December 31, 1985, a reduction of $598.1, long-term debt as a percent of total 
capital (“debt ratio”) at December 31, 1985 would have been 45.3% and $146.0 of retained earn- 
ings would have been free of restrictions on the payment of cash dividends imposed by the most 
restrictive of the Company’s loan agreements. 


On February 7, 1986, the Company issued $250.0 of 7% Convertible Subordinate Debentures 
Due 2001 (“Debentures”) in the Eurodollar market. The Debentures are convertible into Common 
Stock of the Company at a conversion price of $63.25 per share. The net proceeds of $243.6 have 
been used to reduce short-term borrowings incurred in January 1986 in connection with the pur- 
chase of the Shares. 


Also, partially as a result of the purchase of the Shares, the Company has decided to sell its retail 
operations, either in their entirety or on a unit-by-unit basis. 
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Note 15— Information on Effects 
of Changing Prices (Unaudited) 


To provide information concerning the impact of inflation on Grace's businesses, as required by 
the Financial Accouating Standards Board, the following supplemental statements of income 
present data both as reported in the primary financial statements on the historic cost basis of 
accounting and as adjusted for changes in specific prices (the “current cost” method). The current 
cost method restates results of operations for changes in specific prices applicable to Grace’s busi- 
nesses. Only inventories, properties and equipment, cost of sales and depreciation, depletion and 
lease amortization are required to be adjusted for the effects of such price changes; other items of 
revenue and expense are assumed to have occurred proportionately throughout the year in relation 
io changing prices and, as such, are considered to be stated in average 1985 dollars. For purposes 
of comparability, the amounts for 1984, 1983, 1982 and 1981 have been converted to average 1985 
dollars as measured by changes in the United States Consumer Price Index for all Urban Consum- 
ers ((CPI-U”). 


Statement of Income Adjusted for Changes in Specific Prices (Current Cost Method) 


Sales and other income................. 
Cost of goods sold and operating expenses . 
Selling, general and administrative expenses .... 


Depreciation, depletion and amortization 


Interestexpense .......--.......00005- 
Research and development expenses...... 


Gain on restructuring Chemed Corporation 


As Reported in the 
Primary Statements Restated in 1985 Dollars , 
1985 1985 1984 1983 1982 1981 


LS hs Ses $5,339.6 $5,339.6 $5,290.4  $5,217.6 $5,583.33 $6,513.3 


3,548.8 3,551.5 3,461.7 3,413.5 3,527.6 4,047.0 


1,028.0 1,028.0 1,004.2 1,025.8 1,073.1 1,228.3 

nye 309.2 402.4 433.7 435.1 453.3 475.5 

ie iaiecnees 187.0 187.0 179.2 169.2 188.5 203.5 
paced sedecac 92.0 92.0 83.8 78.6 70.7 67.3 
eitcssna ites a (72.5) = 


5,165.0 5,260.9 5,162.6 §,122.2 5,240.7 6,021.6 


Income from continuing operations before taxes ....... 174.6 78.7 127.8 95.4 342.6 491.7 
COMERS Sr 55.4 G shies Ap tera caene hd ehakoe Gan eames 46.8 46.8 109.2 85.4 17.7 198.7 
Income from continuing operations. ................. $ 127.8 $ 39 $ 186 $ 100 $ 1709 $ 293.0 
Income per share from continuing operations ........ $2.45 § 60 $ 35° $ 18 $ 3.30 $ 5.68 
Shareholders’ equity at year-end. ................... $2,404.5 $3,151.4 $3,318.9 3,541.7 $3,898.3 $4,072.0 
Current year translation adjustments included in 
shareholders’ equity at year-end .............. eis $ 42.0 $ 35.5 $ (54.7) (56.6) $ (48.8) $ — 
Shareholders’ equity per share.........0.......2005. $ 43.58 $ 57.12 $ 64.20 68.56 $ 75.59 $ 78.94 
Gain from decline in purchasing power of netamount owed .............-..-- $ 68.2 $ 79.3 $ 73.2 $ 78.0 $ 166.5 
PErSNAare.t.a) 22s dasityn ek Lpha Rian Cae A te a Oem nena ae $ 1.24 $ 1.53 142 $ 15! $ 3.23 
Increase in general price level of inventories and properties 
and equipment held during the year ($2.61 per share: 
984—$4.00 per share; 1983—$3.76 per share; 1982 $4.01 
per share; 1981—$8.42 per share)... 2. eee $ 135.6 $ 206.8 194.1 $ 206.7 $ 433.0 
(Decrease) increase in specific prices* ($(.94) per share; 
984—$.20 per share; 1983—$(1.07) per share; 
982—$.40 per share; 1981—$9.32 pershare)... 0.0... 0.00 eee (48.6) 10.5 (55.1) 20.4 479.4 
Increase in general price level over (under) increase in specific 
prices ($3.55 per share; 1984—$3.80 per share, ]1983——$4.83 
er share; 1982—$3.61 per share; 1981—$(.90) pershare)................ $ 184.2 $ 196.3 $ 249.2 $ 186.3 $ (46.4) 


ar December 31, 1985. current cost of inventories was $727.0 and current cost of properties and equipment, net of accumulated depreciation, depletion and lease amoruzation, was $3,290 | 


The current cost of properties and equipment includes unprocessed natural resources 
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Income from continuing operations, when adjusted for changes in specific prices, decreased 
$95.9 from income from continuing operations of $127.8, as reported in the primary statements, 
to $31.9 ona restated basis. This reduction is attributable to the restatement of asset values reflect- 
ing increases in the amount which would be required to acquire such assets at current prices. In 
addition, the portion of depreciation, depletion and lease amortization rejated to the revaluation of 
assets is charged to income from continuing operations. The sum of these adjustments results in 
the restatement of shareholders’ equity—the investment base. 


During periods of inflation, monetary liabilities (primarily borrowings) diminish in cost 
because they are liquidated with cash having less purchasing power than at the time the liabilities 
were incurred. Grace had unrealized gains of $68.2 in 1985 ($79.3, $73.2, $78.0 and $166.5 in 
1984, 1983, 1982 and 1981, respectively) resulting from declines in purchasing power due to its net 
monetary liability position. As required, these gains have not been included in the determination 
of adjusted income from continuing operations under the current cost method. Additionally, the 
holding gain reflecting the increase in asset values of inventories and properties and equipment is 
shown separately and has not been included in the determination of adjusted income from continu- 
ing operations. 


It should be recognized that the measurements applied in these restatements represent only 
approximations, and the techniques and measurement bases may undergo changes over time, The 
restated information also makes no allowance for the customary relationship between cost 
increases and changes in selling prices. 


The five-year comparison of selected financial data which follows is shown to depict trends. 
The 1985 data is as reported; all other data in this table have been restated in terms of average 1985 
dollars based on the CPI-U. 


Years Ended December 31, 1985 1984 1983 1982 1981 

Sales and otherincome .............. $5,339.6 $5,290.4 $5,217.6 $5,583.3 $6,513.3 

Dividends per common share ......... $ 2.80 $ 2.90 $ 3.02 $ 3.01 $ 2.90 
Market price per common share 

ALVOOT CHT. c255.bi5s Sagat laa bad $ 47.88 $ 41.13 $ 48.8] $ 42.73 $ 54.06 

Average CPL-U (1967= 100).......... 321.9 341.1 298.4 289.1 272.4 


Neither traditional nor inflation-adjusted methods of measuring financial results can adequately 
portray the value of unique, non-reproducible mineral resource assets. However, the estimated 
proved and probable mineral reserves, minerals produced and average market prices are shown as 
follows in accordance with the standards set forth in Financial Accounting Standard No. 39, 
“Financia) Reporting and Changing Prices: Specialized Assets— Mining and Oil and Gas.” 


Consolidated Companies Affiliated Companies” 

1985 1984 1983 1982 1981 1985 1984 1983 1982 1981 
Proved and probable reserves (ions in thousands) 
Phosphate rock .... 403,060 404,766 392,591 419,963 449,850 50,076 51,870 $1,867 38,900 25,933 
COP sca arcieae atin 140,631 199,143 203,232 205,663 208,977 
Vermiculite ....... 78,070 81,581 82,820 84,220 85,760 — —_ = —_ —_— 
Produced (tons in thousands) 
Phosphate rock ... . 1,965 2,785 4,295 2,412 4,385 2,188 
COal sete tees 2,773 3,209 3,006 3,314 3,507 
Vermiculite ....... 253 254 247 268 297 
Average market price per ton 
Phosphate rock ....  $ 22.64 § 22.43 $ 21.75 $ 23.47 § 23.01 $22.64 §$ $ $ $ 
COA i sor a sen esate $ — $ — $ — $ — $ — $31.50 $ 31.16 $ 29.00 $ 31.36 $ 28.05 
Vermiculite ....... $109.00 $106.00 $101.00 $ 93.00 $ 85.00 $ — &§ — $ — $ — §$ _ 


') Grace's share of the mineral reserves of 50% -owned affiliated companicy. 


(2 Includes 52 milhon tons purchased in 1981. Underground reserves of 37 millon (ons in all years are excluded for cost amortization purposes because no casts have 
been incurred for the development of mines with respect thereto. The remaining reserves at December 31, 1985 were reduced by 55.8 milion tons duc tothe 
divestment of Grace's equity in bwo partnerships partially offset by an increase in Grace's equity m another partnership 
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Note l6— Industry and 
Geographic Segments 


The following table sets forth industry and geographic segment information in accordance with 
Financial Accounting Standard No. 14. The format of this table differs from the unaudited tables 
on pages 26 and 38 in that operating profit herein is presented before interest expense and income 


taxes. 


Grace’s investment and equity in the results of operations of affiliated companies, income appli- 
cable to minority shareholders, intersegment sales and transfers among geographic areas are not 
significant, except as stated. 


*Includes items such as dividends and interest income, corporate research expenses and miscellaneous items not property allocable industry segments 


‘) The difference beween (hese amounts and the carresponding arnounts in the consolidated financial statements represents general corporate tems and the 


netinvestment in the discontinued retail operations in 1988 and in 1984 and 1983 general corporate nemy and the enut rable assets of the disconanued 


retail operauions, 


©1-The difference between these amounts ang the corresponding amounts in the consolidated financial statements represents general corporate tems and. in 


1983-1984, the discontinued retail operations 


“41 The difference between these amounts and the corresponding umoume in the consolidated futancial statements represents general corporate items 


‘51 Includes $i4 equity income of 20-50% owned domestic companies 


Total 
Specialty Continuing 
Industry Segment Information Chemicals Consumer Commodity Operations 
General Agricultural Natural 
Restaurant Business Chemicals Resources 
SQleS: suiyiaapsepns ieenesiag 1983 $2,141 $ 780 $651 $655 $ 551 $4,778 
1984 2,216 849 749 678 568 5,060 
1985 2,254 1,026 787 614 512 $193 
Pretax Operating Profit” ......... 1983 $ 326 $ 3) $ 44 $ 2 $67 $ 470 
1984 314 45 45 24 98 526 
1985 286 50 By (52) 80" 401 
Identifiable Assets™ 0.2.00 ..0.00, 1983 $1,233 $ 474 $272 $439 $t.546 $3,964 
1984 1,316 501 302 502 1,452 4,073 
1985 1,501 766 360 496 1,285 4,408 
Capital Expenditures’? ........... 1983 $ 121 S$ 58 $ 24 $ 8 $ 86 $ 297 
1984 133 75 24 38 66 336 
1985 163 76 23 28 39 329 
Depreciation, Depletion and 
Amortization .......0.0.0.....0. 1983 $ 68 $ 41 $ 12 $ 30 $ 121 $ 272 
1984 2B 44 13 30 127 287 
1985 85 37 15 28 (12 297 
Geographic Segment Information United States Canada Europe Other Total 
SACS2i9. ci giulte hey a tapse toa 1983 $3,530 $109 $817 $322 $4,778 
1984 3,785 112 835 328 5,060 
1985 3.873 inn 851 358 5,193 
Pretax Operating Profit ......... 1983 $ 279 $13 $ 80 $98 $ 470 
1984 324 16 86 100 $26 
1985 213 15 80 93 401 
Identifiable Assets? 00 .......0.. 1983 $3,234 $59 $442 $229 $3,964 
1984 3,322 60 443 248 4,073 
1985 3,518 61 569 260 4,408 
‘Total pretax operating profit reconciles ta income from continuing operations 
before taxes as follows: 1985 1984 1983 
Pretax operating profiteryeeco8% (iim ape ea pas sagas ohh oe yeea gy Ro em $ 401 $ 526 $ 470 
INLEFESHERPENSE os cars. Hes Pha eed Me Ohaad tat haat eens (187) (173) (157) 
General corporate overhead ©. 00.666 (76) (69) {73) 
Other expense. net*®......0...0.. - (15) (33) (38) 
Net gain on disposals of businesses ...... ay = 6 
Gains on initial public offerings of subsidiai 52 (is) = 
Income from continuing operations before taxes... 0... ... 0000000000 ee $175 $ 266 $ 208 
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Report of Independent Accountants 


Management’s Responsibility 
for Financial Reporting 


153 East S3rd Street 
New York, NY 10022 


Price Waterhouse 7 


To the Shareholders and Board of Directors of W.R. Grace & Co. 


{n our opinion, the consolidated financial statements appearing on pages 41, 42, 44, 46 and 48 
through 59 of this report present tairly the financial] position of W.R. Grace & Co. and subsidiaries 
at December 31, 1985 and 1984, and the results of their operations and the changes in their financial 
position for each of the three years in the period ended December 31, 1985 in conformity with gen- 
erally accepted accounting principles consistently applied. Our examinations of these statements 
were made in accordance with generally accepted auditing standards and accordingly included such 
tests of the accounting records and such other auditing procedures as we considered necessary in the 
circumstances. 


~~ 


POE ryat 


February 7, 1986 


Management is responsible for the preparation, as well as the integrity and objectivity, of Grace's 
financial statements. The financial statements have been prepared in conformity with generally 
accepted accounting principles and accordingSy include certain amounts which represent manage- 
ment’s best estimates and judgments. 


For many years, management has maintained internal systems to assist it in fulfilling its responsi- 
bility for financial reporting, including careful selection of personnel, segregation of duties, formal 
business, accounting and reporting policies and procedures and an extensive internal audit function. 
While no system can ensure elimination of all errors and irregularities, the systems have been 
designed to provide reasonable assurance that assets are safeguarded, policies and procedures are 
followed and transactions are properly executed and reported. These systems are reviewed and 
modified in response to changing conditions. 


The Audit Committee of the Board of Directors, which is comprised of directors who are not 
officers or employees of Grace, meets with Grace’s senior financial personnel, internal auditors and 
independent accountants to review audit plans and results as well as the actions taken by manage- 
ment in discharging its responsibilities for accounting, financial reporting and internal control 
systems. The Audit Committee reports its findings to the Board of Directors and also recommends 
the selection of independent accountants. Management, the internal auditors and independent 
accountants have regular. direct and confidential access to the Committee. 


The independent accountants are engaged to conduct an examination of and render a report on the 
financial statements in accordance with generally accepted auditing standards. These standards 
include a review of the systems of internal controls and tests of transactions to the extent considered 
necessary by them for purposes of supporting their report. 
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Shareholder and Investor Inquiries 


Common Stock Price Data 
Principal Market: New York Stock Exchange 
Ticker Symbol: GRA 
Common Stock Prices—Composite 


High Low Close 
1985 
BistOUGHE Rs: brat had soba tata eee tt aeate $4278 $38%8 S$41%s 
Second Quarter uc. ib s2see beste aad oer eas 43M 38" 40345 
Third Quarter .. 45 3878 3878 
Fourth Quarter 49'/2 3542 477s 
1984 
Fist QUAMGE go acta cesta mcne ta Oth aud Ree UNS See 54678 $3844 $41 v2 
Second Qvaner vas eevee wate hea ee AB Ma 3612 43 My 
THiRd Quarter og. ev wes ea yoen geen esa 44% AONVa 42¥a 
Fourth: Quarters. osc.gocina dO heatatncie atdie sows 44le B85 3935/4 
1983 
Pie Quatler y ohyck ges qadg aes peaaagaenyed $4344 $384 SAL 2 
Second Quarter. 2 cuca canw gehaeenns ad spanatin S038 41 ARMs 
hurd: Quanter vec seses ticsaviseek aed wa tedina beta’ 503s 42% 49 
Fourth Quartet. o.01 cin sie sdesiaseegeengeen 4935/5 44Us, 45 Ma 


1985 Common Stock Market Data 

Year-End P/E Ratio: 17.0x 

Year-End Yield: 5.8% 

Volume: 31,623,600 shares (Composite) 
26.613.400 shares (NYSE) 


% Composite Volume of Shares Outstanding: 57.3% 
Block Trade Volume (NYSE): 18.230.000 shares 
Block Volume of NYSE Volume: 68.5% 

Average Daily Trading (NYSE): 105,609 shares 
Value of Average Daily Trading (NYSE): $4,352,499 


Cash Dividends (1934-1986) 

W.R. Grace & Co. has paid 193 consecutive cash dividends on its common stock beginning in 1934. 
Total dividends paid on the common stock amounted to $142.0 milhon in 1985, $135.8 million in 
1984 and $135.5 million in 1983, increases of $6.2 million or 4.6% for 1985 over 1984 and $.3 mil- 
fion or .2% for 1984 over 1983. The amount of dividends to be paid in the future will depend upon 
Grace’s earnings, capital requirements and other factors. 

Dividend checks are mailed so that shareholders receive them on or about the 10th day of March, 
June. September and December. A shareholder is entitled to receive a dividend if an owner of 
record on the reJevant record date. To be an owner of record on a record date, a new shareholder 
roust have purchased stack prior to the ex-dividend date, normally four business davs prior to the 
record date. 

Cash dividends paid on the common stock during 1985, 1984 and 1983 and the anticipated record 
and ex-dividend dates for 1986 are shown below: 


Amount Paid Per Share 1986 
1985 1984 1983 Record Date Ex-Dividend Date 
First Quarter... 2.000... $ .70 $ .70 $ .70 February 6 January 3] 
Second Quarter......... 70 70 70 May | April 25 
Third Quarter .. . . 10 70 7 August | July 28 
Fourth Quarter _ 70 we 0 __.70 November 6 October 31 
Total s4 ca. $2.80 2.80 


$2.80 


inquiries concerning the above and other matters of shareholder interest may be directed to 

W.R. Grace & Co.. Office of Investor and Shareholder Relations. Grace Plaza, 1114 Avenue of the 
Americas, New York. NY 0036-7794, or by calling toll-free: (800) GRACE IR (800-472-2347). 
Residents of Alaska, Hawaii and New York may call (212) 819-5500 collect. Sharehotders and 
others are encouraged to communicate directly with Grace. 
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Sales Financial Summary—1985-1975* § Millions (except per share) 
($ mibhons) 1985 


Earnings Statistics 


Sales $5,193.0 
Cost of goods sold and operating expenses 3,548.8 
Depreciation, depletion and amortization 309.2 
Interest expense 187.0 
Research and development expenses 92.0 
Income from continuing operations before taxes 174.6 
Income taxes 46.8 
Effective tax rate 26.8% 
Income from continuing operations 127.8 
Net Income Income from discontinued retail operations 191 
eee Net Income 146.9 
Financial Position 
Cash and cash equivalents $ 151.6 
Notes and accounts receivable—net 703.7 
Inventories 607.6 
Current liabilities 1,035.3 
Working capital 988.2 
Net properties and equipment 2,596.0 
Total assets §,420.9 
Long-term debt 1,524.1 
Shareholders’ equity (book value)—Common Stock 2,394.2 
Earnings Per Common Share Data Per Common Share 
Earnings from continuing operations $ 2.45 
Earnings from discontinued retai! operations 37 
Earnings 2.82 
Average common shares outstanding (thousands) $1,908 
Dividends 2,80 
% Dividends to earnings per share 99.3% 
Book value 43.40 


Other Statistics 


Working capital provided by operations $ 420.2 
Dividends paid on common stock 142.0 
Shareholders’ Equity Capital expenditures 348.0 
Per Common Share Current ratio 2.021 
% Long-term debt (including capitalized leases) to total capital 38.5% 
% Long-term debt (excluding capitalized leases) to total capital 36.3% 
Common shareholders of record 34,437 
Common stock price range 497-3512 


*Data for the years 1981 through 1984 have been reclassified, and restated to include certain businesses combined in poolings 
of interests transactions in 1985. In addition, income statement tems for the years 1981 through {984 have been reclassified 
to account for the retail operations as a discontinued operation 
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1984 1983 1982 1981 1980 1979 1978 1977 1976 1975 
$5,059.5 $4,778.0 $4,890.9 $5,417.5 $6,137.0 $5,324.6 $4.497.1 $4,201.5 $3,794.3 $3,721.6 
3,323.4 3,164.4 3,165.1 3,476.5 3,952.6 3,505.7 3,023.5 2,879.4 2,617.9 2,529.4 
299.0 283.3 276.9 257.8 233.3 190.5 177.1 144.3 126.5 105.6 
173.1 156.8 169.3 172.2 130.7 107.7 84.3 79.8 73.2 83.0 
81.0 72.8 63.5 56.9 44.8 42.2 37.3 323 28.1 30.3 
265.9 208.4 440.9 508.9 301.1 428.0 333.6 280.3 261.4 324.6 
105.6 79.2: 194.2 168.2 211.9 196.1 156.3 130.1 124.6 147.1 
39.7% 38.0% 35.0% 33.1% 42.3% 45.8% 46.9% 46.4% 47.7% 45.3% 
160.3 129.2 286.7 340.7 289.2 231.9 177.3 150.2 136.8 177.5 
Se 35.4 28.7 22.3 
198.0 164.6 315.4 363.0 289.2 231.9 177.3 150.2 136.8 177.5 


$ 159.5 $ 167.6 $ 169.0 $ 88.7 $ 127.0 $ 158.9 $ 267.3 $ 194.4 $ 246.8 $ JEL 


664.8 652.7 629.6 836.6 B13 743.6 636.9 570.5 517.7 497.5 
1,050.5 902.7 882.4 926.0 823.9 778.0 717.9 640.9 611.5 576.4 
1181.6 1,087.2 1,015.4 1,220.9 1,157.2 1,089.4 907.8 819.1 7673 737.9 

752.2 692.6 715.7 681.0 583.6 625.7 736.6 615.8 627.2 584.9 
2,695.8 2,734.7 2,143.6 2,580.1 2,178.7 1,701.5 1,327.2 1,226.0 1,139.8 1,069.7 
5,397.9 5,097.1 4,979.4 5,108.5 4,402.8 3,767.9 3,318.7 3,027.2 2,906.8 2,693.3 
1,541.6 1,385.4 1,332.0 1,408.7 1,115.0 839.6 715.8 760.0 791.8 683.9 
2,201.1 2,182.7 2,194.6 2,069.1 1,801.3 1,589.0 1,412.5 1,264.1 11817 1,101.7 

$ 309 § 249 «+§ 555 $ 661 §$ 605 $ 49% $ 393 § 339 $ 312 § 4.63 
B 68 55 4B 
3.82 3.17 6.10 7.04 6.05 4.96 3.93 3.39 3.12 4.63 
51.673 51,600 51,568 51,461 47,686. 46,637 44,941 44,078 43,588 38,182 
2.80 2.80 2.70 2.45 2.175 1.975 1.85 1.775 1.70 1.625 
B.3% 88.3% 44.3% 34.8% 36.0% 39.8% 47.1% 52.4% 54.5% 35.1% 
42.58 42.26 42.56 40.11 37.40 33.53 30.60 28.57 27.10 26.04 


$ 520.5 $ 460.5 $ 595.7 $ 631.0 $ 569.6 $ 424.2 $ 357.6 $ 341.9 $ 282.7 $ 295.8 


135.8 135.5 130.2 116.4 101.9 87.5 72.5 69.) 63.5 50.9 
388.9 359.0 565.7 676.0 662.5 $16.9 314.6 278.5 234.4 308.7 
1.6:1 1.6:] 1.71 1.6:1 1.5:1 1.6:1 1.8: 1.8:1 1.8:1 1.8:1 
40.8% 38.7% 37.7% 40.1% 37.8% 34.1% 35.0% 37.1% 39.6% 37.8% 
37.9% 35.4% 33.7% 36.0% 33.2% 29.8% 32.0% 34.0% 37.0% 34.8% 
35,752 37,057 42,889 43.165 44,653 47,604 48,522 37,570 59,028 59,143 


4674-362 50%-38 Va 4645-282 595-38 V2 6312-32% 41-25%. 3248-2344 31%-25% 33%8-24 a 295-220 
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Corporate Information 


World Headquarters = Grace Plaza 
1114 Avenue of the Americas 
New York, NY 10036-7794 
(212) 819-5500 


Annual Meeting of — Friday, May 9, 1986, 10:30 a.m. 
Shareholders — Loews Anatole Hotel 
2201 Stemmons Freeway 
Dallas, TX 75207 


Incorporation W.R. Grace & Co. was incorporated 
in 1899 under the laws of the 
State of Connecticut. 
The Company's business was founded 
in 1854 by William Russell Grace. 


Independent Accountants — Price Waterhouse 
153 East 53rd Street 
New York, NY 10022 
(212) 371-2000 


Trademarks Names éralicized in the text of this 
report are trademarks or service 
marks of W.R. Grace & Co. or 
its subsidiaries or, in some cases, 
indicate Grace operating units. 


Investor Information 


Equity Securities Stock Exchanges 


Common Stock Listings: Geneva 
New York Hamburg 
Midwest Lausanne 
Amsterdam London 
Basel Paris 
Frankfurt Ziirich 
Trading Privileges: 
Boston Pacific 
Cincinnati Philadelphia 


SEC Reports 


Dividend Reinvestment Plan 


Transfer Agent 


The Company's Annual Report on 

Form 10-K and Quarterly Reports on 
Form 10-Q. as tiled with the Securities 
and Exchange Commission, are available 
to any Grace shareholder upon request 


Write: James G. Stier, Director of 
Investor and Shareholder Relations, 
W.R. Grace & Co., Grace Plaza 

1114 Avenue of the Americas 

New York, NY 10036-7794 

(800) GRACE IR (800-472-2347) 
(Residents of Alaska, Hawaii and New 
York may call (212) 819-5500 collect.) 


Administrator: 

W.R. Grace & Co. 

Grace Plaza 

1114 Avenue of the Americas 

New York, NY 10036-7794 

(800) 824-4022 

(Residents of Alaska, Hawaii and 
New York may call (212) 819-6820 
collect.) 


Custodian: 

Marine Midland Bank, N.A. 
Corporate Trust Operations 
140 Broadway, 12th Floor 
New York, NY 10015 

(212) 440-1000 


Registrar 


Marine Midland Bank, N.A. 
Corporate Trust Operations 
140 Broadway, 12th Floor 
New York, NY 10015 

(212) 440-1000 


Marine Midland Bank. N.A. 


Put & Call Options American Stock Exchange 


Preferred Stocks Over-the-Counter 


Marine Midland Bank, N.A. 


Harris Trust Company of New York 
Stock Registration 

110 William Street, 9th Floor 

New York, NY 10038 

(212) 608-8400 


Convertible Debentures Trustee Conversion Price 
4%s% Convertible New York Stock Exchange Chemical Bank $57.32 
Subordinate Debentures Corporate Trust Operations 
Due 1990 55 Water Street, 5th Floor 

New York, NY 10041 

(212) 820-6623 
612% Convertible New York Stock Exchange The Chase Manhattan Bank, N.A. $29.625 
Subordinate Debentures Corporate Trust Administration 
Due 1996 | New York Plaza, 14th Floor 

New York, NY 10081 

(212) 676-4014 
7% Convertible Luxembourg Stock Exchange Manufacturers Hanover Trust Company $63.25 


Subordinate Debentures 
Due 2001 
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Corporate Trust Department 
600 Fifth Avenue 

New York, NY 10020 

(212) 957-1400 


Major photography: Hob Day 


Design: George Techerny, inc, 


Directors 
Edward W. Duffy, Chairman of the Executive Commitee, 
Marine Midland Banks, 1 Ine, 


Hace A, Bekmane, Retired Chinn end Chief Exeraive Office 
The Atlantic Companies, insurance 

Charles H. Erhart, J 1 Vice Chairman 

Mark C. eer, Advisory Director, 
Shearson Lelonan Brothers Inc.. dnvestment banking 


‘Raymond C. Foster, Chairman and Chief Executive Officer, 
Incorporated, engineering, design, construction and 


po appeaniereny rt 


Felix £. “Larkin, Chairman of the Executive Commie 
Harold R. Logan, Vice Chairman 


WR. Grace & Co, 1985 Annual Report 


Corporation, packaging ais em 7 = 
Frank E. Mackle, Jr, Chairman of the Bound and Chief Executive Officer 


‘Henry G. Parks, J, Chairman of the Board, 
H.G. Parks, Inc -. processed foods 


Job E, Phipps, Private Imvetor 


Epes 
t Consultant 10 W.R, Grace Coser 
t 5 Meni, Cont Macy & Co. faye 


Executive Vice Presidents Antonio Navarro, Corpa pe Ce = Jean-Louis Greze, Exropean Darex ee 
J.P Bolduc, Chief Financial Officer Brian J, Smith, Financial Services Fred Lempereur, Eurapean Technical Products. 
Robert A. rin 5 General Business and George J. Winchell, Retailing 

Tocronice = Daniele, Comperais 5 Office 

ie eae apt a aa Hpeetharyr wemgresche ct 

Loyd Lagu, Mir ewe Chen Sandy 

Paul D. tha ranaernarinceetwesud pines ; 

Anwar Soliman, Restavrunts peininrpatb ac Grace Drilling 

John F. Spellman, Corporate Administration pice ella aa 

Edward Ho Tutun, Retailing 
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W.R. Grace & Co. 

Grace Plaza 

I114 Avenue of the Americas 
New York, NY 10036-7794 


